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Our Profile

SCPIE Holdings Inc.—a publicly traded company
on the New York Stock Exchange (symbol: SKP)
—is one of the nation's leading providers of
healthcare liability insurance for physicians, oral
and maxillofacial surgeons and other healthcare
providers, as well as medical groups and health-
care facilities. The company also provides rein-
surance for a variety of insurance sectors. Since
the company was founded in 1976, it has carved
out a significant niche in the insurance industry
by providing innovative products and services

specifically for the healthcare community.

About This Report

spotlighted in this Annual Report. As our corporate ideals, these words have been

vehicles propelling SCPIE to success for a quarter-century — which is why we've used

Our Mission

The purpose of SCPIE is to excel in all our insur-
ance activities, while maintaining the highest
level of accountability to our insureds. We
achieve this purpose by providing creative and
comprehensive services to meet the ever-evolv-
ing needs of our insureds. Consistent with attain-
ing this purpose is our dedication to the highest
ethical standards in the conduct of insurance
operations, while maintaining an environment
that will attract professionals who possess a
sense of urgency and commitment with out-

standing character, ability and creativity.

Many words can be used to describe and
define SCPIE Holdings Inc. Several that

company happen to begin with “re” and are

actual “vehicles” to illustrate them.

But how we became one of the nation’s leading healthcare liability insurers is only
part of the story. Even more important, these words underlie our conviction that
the future holds great promise for SCPIE. We've faced serious challenges during

the past year, but now we are —as noted on the cover of this report — refocused,

rededicated and reenergized!

are especially helpful for understanding our
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(Dollars in thousands, except per-share datal |
Total Revenues | $ 279,739 $ 212,256
Premiums Earned | $ 235,935 $176,502
Net Investment Income ( $ 35895 $ 34,152
Realized Investment Gains (Losses) $ 5,707 $ {400
Net Income (Loss) $ (57,976) $ 17,21
Diluted Earnings {Loss) Per Share
of Common Stock " $ (6.22) § 184
Cash Dividends $ 040 $ 040
GAAP Combined Ratio 157.1% 107.6 %
Total Investments
at Fair Value $713,925 $ 691,246
Total Assets $ 977,646 $ 854,645
Total Stockholders' Equity $ 259,388 $ 316,541
Book Value Per Share i $ 2785 $ 3392
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2007 Onaerational Overview

=X=CUTVE o Paid a regular guarterly cash
dividend of $.10 per share to stockholders
for each quarter in 2001. - Closed branch
offices in Arizona, Florida and Texas, sav-
ing the company $1.2 million annually. =
As part of the company's stock repurchase
program, repurchased 30,600 shares of
SCPIE Holdings Inc. common stock on the
open market, at a total cost of $516,403.

ASSUMWED ITNSURANCE ¢ Increased net
written assumed reinsurance premiums
to $112.2 miilion, up 268% from $30.5
million in 2000. :: Formed subsidiary SCPIE
Re Management, Inc., to oversee assumed
reinsurance operations. * Relocated from
the World Trade Center to Summit, New
Jersey, and was operational just days

after the September 11 attack.

ACTUARIAL/C3ZRAT.CNS » Subsidiary
American Healthcare Indemnity Company
received approval for rate and form
filings from the Delaware Department of
Insurance, in preparation for writing busi-
ness in the state. :: In various states,
filed rates and forms for new products
and enhanced policies. = Expanded ex-
cess and surplus lines eligibility through
subsidiary American Healthcare Specialty
Insurance Company, which enables the
subsidiary to write policies in 34 states

and the District of Columbia.

$235.9

$1765/
§1532

92 00 01

MARLETING ¢ implemented a program
to prescreen potential business for
underwriting suitability. = Offered the
SCPRIE BEST DEFENSE billing errors and
cmissions product in multiple states.
Together with the Underwriting Depart-
ment, joined forces with a major regional
brokerage firm to insure Delaware physi-

cians.

CNIZAWRTING ¢ Conducted a thorough
analysis of various business segments;
revised rates and tightened underwriting
guidelines where necessary. :: Developed
a speciaity classification for hospitalists
(physicians who work in hospitals as
inpatient medicine specialists). :: Extend-
ed the Personal Leave Benefit— which
had been offered only to solo physicians
and small medical groups — to midsize
and large groups. - Developed a special-
ty program for underwriting nonstandard

medical groups in California.

38K VANACEVENT ¢ Created survey
tools for facilities and nonoffice-based
practitioners, such as anesthesiologists
and radiologists. = Coproduced (with the
Communications Department) and dis-
tributed an educational risk management
CD-ROM. = Developed a wallet-size

“Action Guide” card to make risk manage-

ment information more easily accessible

Premiums Earned

{in millions)
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to insured physicians and their staffs.
Provided support and resources to the
California Medical Association for various

projects.

CLAINMS = Through aggressive claims
management, achieved an 84% success
rate in physician-insured cases that went
to trial. o Continued to reduce overall
legal costs by retaining only the most
highly experienced and professional de-
fense counsel. = Opened a branch office
in Reston, Virginia, to support new busi-
ness activity in Delaware and existing

business in the Northeast.

PCLICYHCLBER SERVICES u Redesigned
and expanded the Policyholder Services
Update newsletter, which is distributed
to solo physicians and small medical
groups. = Streamlined opérations and
staff to improve efficiency and reduce
costs. o Implemented a retention pro-
gram for solo physicians and small
groups, which provides regular monitor-

ing of activity and iracking of trends.

V'S = Realized savings of nearly $1
million annually by implementing digital
technology —including scanners, high-
speed printers and optical storage

devices. = Implemented high-availability

computing in the San Diego office to

$9776
s634.0 SB546 /7

Total Assets

\ (in millions)
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provide a transaction-by-transaction
backup of changes made to the company's
database. ¢ Improved reporting systems
for Claims, Finance, Marketing and

Underwriting.

FUMAN RESCURCES o Increasingly filled
positions through Internet advertising
and the internal Employee Referral Pro-
gram — more cost-effective alternatives
than traditional print advertisements. ¢
Held a 12-week management training
program for selected staff members. -
Held a series of insurance-related educa-

tional presentations for employees.

CCMMUNICATICNS = Produced SCPIE
Broker Update newsletter. = Introduced a
new company logo — the first logo change
in 25 years. ¢ Enhanced scpie.com, the
company website, by adding electronic
and e-mail versions of newsletters, maps
detailing where SCPIE sells coverage and

a password-protected section for brokers.




o Our Stackholt

We believe in SCPIE_..

fundamental soundness as a company
and its excellent outlook. Our confidence is
based on a number of reasons that make
good business sense, not the least of which
is that our basic strength has withstood
unprecedented challenges in the past year.
Although these challenges have not been
totally resolved, we entered 2002 with a
solid balance sheet and reserves that prop-

erly reflect the risks we have underwritten.

Perhaps most important, we've taken
decisive steps to return SCPIE to the prof-
itability it enjoyed during its first quarter-
century. Of course, the full impact of these
steps will not be felt for some time, a fact
brought into sharp focus by the numbers

in this year’s annual report.

In 2001, total revenues reached $279.7
million, compared with $212.3 million in
2000.

million, compared with $176.5 million in

Earned premium equaled $235.9

the priar year. The earned premium includ-
ed $156.4 million generated from the com-
pany’s direct healthcare liability segment,
up from $149.4 million in 2000; and $79.5
million from the assumed reinsurance

segment, up from $27.1 million in 2000.

SCPIE incurred an operating loss— which
excludes realized investment gains and
losses— of $6.61 per share in 2001, com-
pared with operating income of $1.87 per
share in 2000. The net loss for the year
was $58.0 million, or $6.22 per share, com-
pared with net income of $17.3 million, or
$1.84 per share, a year ago. Book value per
share decreased to $27.85 from $33.92.

Clearly, our 2001 financial results are far
from what we would like. The steps we've
taken, however, should enable our compa-
ny to move into the future from a renewed

position of strength.

Implementing Necessary Measures

Spurred by a rise in our case reserves
outside California, we commissioned a
special independent claims review by the
actuarial firm Tillinghast-Towers Perrin in
2001. Based on the findings and unfold-
ing claims developments, SCPIE strength-
ened reserves on a pretax basis by $86
million during the year—an unprecedent-

ed action for our company.

Augmenting reserves was needed be-
cause of increases in estimated losses

and rate inadequacies for certain existing

continued >
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policies, related to physician business
outside California. In addition, we
incurred higher-than-expected reinsur-
ance losses due to the horrific events of

September 11.

To prevent future reserving shortfalls, we
started to review our reserves on a month-
ly basis. We also initiated a more proactive
approach to claims, evaluating and book-

ing our exposures as quickly as possible.

Another decisive measure we took was to
cull unprofitable business and significant-
ly reduce our exposure by nonrenewing
policies and by establishing a stricter pric-
ing discipline. We raised our base rates an
average of 70% across all lines of busi-

ness outside California.

Furthermore, we continued an aggressive
program to implement more-stringent

underwriting standards throughout our

Brown, Inc., have agreed to terminate, no
later than March 2003, SCPIE's involve-
ment with the physician and dental liabili-
ty programs administered by Brown &
Brown. Although our companies devel-
oped an excellent working relationship,
the programs—which in 2001 were in
seven states— produced unacceptable
losses for SCPIE.

Despite the fact that we do not plan to
actively seek new opportunities outside
California, we will continue to consider
them when they are presented to us. We
refuse to become catatonic just because
our prior business plan didn’t work as we
envisioned. If excellent prospects materi-
alize, we intend to go after them wherev-

er they may be.

We'll do so with extreme caution, however,
and only if they
promise to be prof-

We anticipate that the strong

measures we have taken

o writ to protect SCPIE's financial

| Vvestigatothe oppor stability...will lead to much-

' tunities thoroughly, . .
improved results in 2002.

operations. And we took greater control itable given proper

of underwriting for all SCPIE insurance | (ating and under-

programs—including those that involve writing. We will in-

partnering with other entities.

One of the most significant measures we .
using new research

took was to put into effect a moratorium
P and development —

on selling new policies in a number of .
capabilities we put in place last vyear.

states. Now that we've seen our 2001 year-
Y Enhanced data resources now enable us to

end results, we have reexamined our busi-

make better decisions about expansion.
ness plan and have decided to focus our

efforts primarily on the California market-

place. It's an arena we know extremely
well, one where we've had tremendous

success throughout our history.

Reinsurance and Qur Strategic Plan

Despite experiencing substantial financial

losses related to the September 11 terror-

ist attacks, SCPIE's reinsurance sector—
As a result of our intention to focus on

California, SCPIE and the independent

insurance agency organization Brown &

which insures other insurance compa-
nies— will continue to be an important

element in our strategic plan. Reinsurance

|
|
l
i
|
|
!




will be key to diversifying the company’s

revenue stream and profit base.

Our assumed reinsurance net written
premium totaled $112.2 million last year,
up from $30.5 million in 2000. Were it not
for the September 11 terrorist attacks, the
company’s assumed reinsurance segment
would have recorded an operating profit of
$4.5 million in 2001. Instead, the segment’s
underwriting loss for the year was $23.6
million, due to the $28.1 million in losses

we sustained because of September 11.

Before the terrorist attacks, SCPIE’s rein-
surance division was located on the 22nd
floor of the North Tower of the World Trade
Center— which only increased our shock
and horror as we watched the terrible
events of September 11 unfold. None of
our employees were injured in the attacks.
We are enormously grateful for our col-
leagues’ safety and well-being, yet also
painfully aware that thousands of people
lost their lives. Like all Americans, we will
never forget what happened on Septem-
ber 11, and our hearts go out to the

families and friends of the victims.

Profiting from Qur Experience

After operating for nearly a decade in a
soft medical malpractice insurance market,
we have started to see clear signs that the
market is hardening. Simply put, physi-
cians, other healthcare providers and
healthcare facilities are now purchasing
insurance coverage from an industry that
saw a number of carriers fail, merge with

other carriers or leave the sector in 2001.

There is still too much capacity, and some

companies continue to charge inadequate
rates. But the pricing problem is beginning
to correct itself: As individual insurers
adopt proper and sustainable rates, there
is a ripple effect throughout the entire
industry. This trend should have a positive

impact on SCPIE’s long-range prospects.

We anticipate that the strong measures
we have taken to protect SCPIE's financial
stability—in particular, implementing
stricter underwriting criteria and refocus-
ing our efforts on California— will lead to

much-improved results in 2002.

One thing is certain: We do not intend to
repeat the mistakes we made in the past
couple of years. Having learned important
lessons, we are confident that both of our
business segments— healthcare liability
and assumed reinsurance—will help
return the company to profitability. We
remain as committed as ever to building

greater value for our stockholders.

Although we've had some setbacks, we
will not allow SCPIE to be rendered pow-
erless by indecision and timidity. Rather,
we will move forward with resolve,

courage and vigor.

Dot oer” S, fir e D

Mitchell S. Karlan MD
CHAIRMAN OF THE BOARD
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Donald J. Zuk
PRESIDENT & CHIEF EXECUTIVE OFFICER




oused  reledicated o
SCPIE UNDERSCORES

Its Commitment to Success

As the financial results in this report indi-
cate, 2001 was a challenging vyear for
SCPIE Holdings Inc. Although last year’s
results were disappointing, our company
should benefit over time from a number
of corrective measures we've implement-
ed and from cyclical changes in the insur-
ance market. There is still much hard work
ahead of us to ensure SCPIE’s success —
but it's work we have already begun to

tackle with optimism and confidence.

_rtefocused

On the Market
We Know Best

Most of the difficulties SCPIE has experi-

enced have stemmed from physician

business outside California— which is why
we placed a moratorium on writing new
policies in certain states in 2001 and
implemented severe restrictions in others.
We also raised our 2002 base rates outside
California, across all lines of healthcare

liability coverages, an average of 70%.

Conversely, in California—where the vast
majority of our core physician business
is located—we raised our base rates by
only 8.4%. SCPIE was able to keep the rate
increase small because we have always
charged sustainable prices in California,
prudently and properly adjusting them

upward over the years.

in light of our 2001 year-end results, we
have decided to again concentrate our

efforts on our home state of California.

continued >
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SCPIE was founded in California during
the medical malpractice insurance crisis
of the mid-1970s, when a lack of capacity
led to premiums that skyrocketed as
much as 400%. We were pioneers in pro-
viding solid, affordable and widely avail-
able professional liability coverage to

California doctors.

California is the market we know best, the
one where we've traditionally had great
success. After our founding, we focused
strictly on the Golden State and experi-
enced nearly a quarter-century of superb
financial results. We believe that returning
to our roots is one of the best ways to
bring SCPIE back to the profitability it

long enjoyed.

We will venture outside our home state
only when opportunities presented to us
are outstanding—and then only after
thorough research, strict underwriting
and proper rating. One example: We
recently began working closely with a
major brokerage firm that represents a
significant portion of Delaware’s physi-
cian market. The 140 Delaware physicians
we now insure produced about $1.4
million in additional annualized premium
in 2001.

_rededicated

To Running a
Tight Operation

Another avenue to improving SCPIE’s bot-
tom line: tighter underwriting. In 2001, we
continued to scrutinize our existing under-
writing standards, aggressively adjusting
them whenever and wherever necessary.
We analyzed which segments of SCPIE’s
book of business perform profitably and
which do not, and used that information
to formulate an overall strategy based on

an “underwriting mindset.”

This means developing a certain under-
writing discipline and sticking to it. It
means focusing on the things that will
lead to a profitable result. In some cases,
it may mean jettisoning a nonperforming

segment altogether.

Our Underwriting Department applied
this mindset when looking for ways to
restructure our nonperforming pieces of
business—either through tighter under-
writing or more-stringent pricing, or a
combination of both.The department also
tightened discretionary aspects of our

underwriting standards.

This newly invigorated underwriting strat-
egy is an ongoing endeavor: We are con-

tinually looking at a range of underwriting

continued >




issues and responding as needed. The
intense scrutiny will extend to business
that comes to SCPIE through future
opportunities. For existing business,
we've already restructured procedures
in ways that should help improve our

results.

The other side of the profitability coin
requires that we run a streamlined oper-
ation and contain expenses. In 2001,
SCPIE carried out a variety of measures
to manage or reduce costs, including the

following:

= We closed marketing offices in
Phoenix, Arizona; Boca Raton, Florida;
and Addison, Texas. These sites primarily
marketed hospital business—a sector
we've scaled back substantially. By clos-
ing the offices, SCPIE will save approxi-
mately $1.2 million per year. We will,
however, open branch offices in the right
areas when it makes good business

sense.

= Our Risk Management Department—
working closely with our Communications
Department— created an interactive CD-
ROM titled “How to Succeed at Reducing
Your Professional Liability Risk,” which
provides basic information on various
issues. The CD-ROM will help reduce
costly travel by our risk managers, while

freeing them to meet with insureds who

require more personal attention. We plan
to use other communication technolo-
gies—streaming audio and video on our
website, for example—to further reduce

operational expenses.

= To more closely monitor the medical
groups we insure, our Marketing De-
partment implemented a computerized
Account Profit Management Program,
which alerts account executives as soon
as there are noticeable increases in claims
freguency or severity. This gives SCPIE
—particularly our risk managers—the
opportunity to proactively address prob-
lems in the medical groups, thereby
reducing future litigation and contributing

to our bottom line.

¢ QOur MIS Department implemented a
high-availability computing system to
back up changes to our central database.
Should an emergency roliover to the new
system become necessary, it can be car-
ried out with a minimal loss of work
time—20 minutes, versus 24 hours with
the former method. SCPIE will save
money by not having to pay for off-site
data storage and emergency computer

capabilities.

Cur Human Resources Department
increasingly filled positions by posting
them on the Internet, a more timely and

cost-effective alternative than advertising

continued >
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in newspapers and trade journals, and by
relying on our internal Employee Referral
Program. SCPIE's cost per hire is now
47% below the national average —yet
the quality of the applicants we're getting

has improved.

In 2002 and beyond, we’ll seek other
innovative ways to contain or reduce

operating expenses.

By Hardening
Insurance Markets

For much of the past decade—unlike dur-
ing the crisis of the mid-1970s—the med-
ical malpractice insurance industry has
suffered from too much capacity chasing
too little business, leading to inadequate
and unsustainable pricing of our product.
The problem has been made even more
damaging by insufficient tort reform in
many states and a complete lack of tort

reform in others.

A steady rise in malpractice claims sever-
ity, however, has had a profound impact
on the medical malpractice insurance
industry. A number of carriers failed in
2001; some merged or were acquired,
while others got out of the sector alto-

gether.

The resulting reduction in capacity con-
tributed to a discernible hardening of the
national medical malpractice insurance
market in 2001, particularly during the
second half of the year. The trend showed
signs of accelerating in early 2002 and
is likely to continue for at least the next

couple of years.

SCPIE created its assumed reinsurance
division in 1999 as a way to diversify and
expand revenues. Reinsurance involves
insuring other insurance companies—in
our case, mainly firms in the accident/
health, property/casualty, marine and

credit/surety sectors.

Even before the tragic events of Septem-
ber 11, reinsurance had started to show
signs of a shortfall in capacity, causing a
hardening market. The market has hard-
ened tremendously since the terrorist
attacks, which cost the industry anywhere
from an estimated $30 billion to $100
billion. Worldwide, overall reinsurance
capacity has been seriously curtailed and
will likely take several years to fully
rebuild.

For most of 2001, our reinsurance division
posted solid growth, in part due to rate
increases of 25% or higher. Unfortunately,
because of what happened on September
11, our company did experience signifi-
cant reinsurance losses—resulting in an

continued >
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overall loss for our assumed reinsurance

segment for the year.

What do hardening market conditions
mean for SCPIE? Even though the over-
abundance of capacity in medical mal-

practice insurance has not been totally

erased, our pricing is now more competi-

tive. This has reenergized our marketing
efforts, enabling us to write business we
would not have written in a softer market.
Most important, we've been able to write
the business at prices that should be

profitable.

And due to the considerable hardening of
the assumed reinsurance market, that
industry will continue to benefit from enor-
mous rate increases. Prudently, in light of
recent events, SCPIE and other reinsurers
are excluding terrorism from agreements

wherever it could pose a threat.

At SCPIE Holdings Inc., we are refocused,
rededicated and reenergized—in short,
we believe in our company’s future. We
remain firmly committed to returning
SCPIE to profitability and to building

value for our investors.

Because insurance policies are written for
a year and lengthy prerenewal notifica-
tion periods are required, we anticipate
that it will take the better part of the
next two years before we begin to realize
the bottom-line benefit of the changing
marketplace and the measures we've

implemented.

Still, we're convinced the curve is on the
upswing, and we look forward to achiev-
ing substantially improved earnings in

the future.
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PART |

ITEMi 1. BUSINESS

GENERAL

SCPIE Holdings Inc. (the Company or SCPIE Holdings) is a holding company owning subsidiaries engaged in providing insurance
and reinsurance products. The Company is a provider of medical malpractice insurance and related liability insurance products
to physicians, healthcare facilities and others engaged in the healthcare industry. Since August 1999, the Company has also
been actively engaged in developing a diverse portfolio of assumed reinsurance treaties to complement its direct insurance
business. Reinsurance treaties have principally included professional and automobile liability coverages, commercial and
residential property risks, accident and health and workers’ compensation coverages, and a broad spread of marine insurance.

The Company conducts its insurance business through three insurance company subsidiaries. The largest, SCPIE Indemnity
Company (SCPIE Indemnity), is licensed to conduct a direct insurance business only in California, its state of domicile. American
Healthcare Indemnity Company (AHI), domiciled in Delaware, is licensed to transact insurance in 47 states and the District of
Columbia. American Healthcare Specialty Insurance Company (AHSIC), domiciled in Arkansas, is eligible to write policies as an
excess and surplus lines insurer in 34 states and the District of Columbia. All three companies generally have the right to
participate in domestic and international reinsurance treaties. The Company also has an insurance agency subsidiary, SCPIE
Insurance Services, Inc., two subsidiary corporations providing management services, a carporate reinsurance intermediary
and a corporate member of Lloyd’s of London (Lloyd's), SCPIE Underwriting Limited, which commenced operations in January
2001 as a member of two Lloyd’s underwriting syndicates.

The Company was founded in 1976 as Southern California Physicians insurance Exchange {the Exchange), a California
reciprocal insurance company, and for the next 20 years conducted its operations as a large policyholder-owned California
medical malpractice insurance company. SCPIE Holdings was organized in Delaware in 1996 and acquired the business of the
Exchange and the three insurance company subsidiaries in a reorganization that was consummated on January 29, 1997. The
policyholders of the Exchange became the stockholders of SCPIE Holdings in the reorganization, and SCPIE Holdings
concurrently sold additional shares of common stock in a public offering. The common stock of SCPIE Holdings is listed on the
New York Stock Exchange under the trading symbol “SKP.”

For purposes of this Annual Report on Form 10-K, the “Company” refers to SCPIE Holdings and its subsidiaries. The term
“Insurance Subsidiaries” refers to SCPIE Indemnity, AHI and AHSIC.

INFORMATION ABOUT SEGMENTS

The Company’s insurance business is organized into two reportable business segments: direct healthcare liability insurance
and assumed reinsurance operations. In direct (or primary) insurance activities, the insurer assumes the risk of loss from
persons or organizations that are directly subject to the risks. Such risks may relate to liability {or casualty), property, life,
accident, health, financial or other perils that may arise from an insurable event. In reinsurance activities, the reinsurer
assumes defined portions of similar or dissimilar risks that primary insurers or other reinsurers have assumed in their own
insuring activities.

Direct healthcare liability insurance represents professional liability insurance for physicians, oral and maxiliofacial surgeons,
hospitals and other healthcare providers. Assumed reinsurance represents the book of assumed worldwide reinsurance of
professional, commercial and personal liability coverages, commercial and residential property risks, accident and health
coverages, workers’ compensation coverages and marine coverages. Other includes items not directly related to the operating
segments such as net investment income, realized investment gains and losses, and other revenue.

The following table sets forth information concerning the Company's revenues, operating income and identifiable assets
attributable to each of its business segments for the year ended December 31, 2001.




DIRECT

HEALTHCARE
LIABILITY ASSURMED
YEAR ENDED DECEMBER 31, 2001 INSURANCE REINSURANCE OTHER TOTAL
{in Thousands)

Premiums written $ 168,600 $112,207 $ — $280,807
Premiums earned $ 156,442 $ 79,493 $§ — $235,895
Net investment income — — 35,895 35,895
Realized investment gains — — 5,707 5707
Equity earnings from affiliates — — 1,327 1,327
Other revenue — — 875 875

Total revenues 156,442 79,493 43,804 279,739
Losses and loss adjustment expenses 220,311 84,162 — 304,473
Other operating expenses 45,820 18,912 — 64,732
Interest expense — — 1,416 1,416

Total expenses 266,131 103,074 1,416 370,621

income {loss) before federal income tax $(109,689) $(23,581) $ 42,388 $(90,882)
Combined ratio 170.11% 129.66% - 157.09%
Segment assets $211,125 $ 58,200 $708,321 $977.646

The Company incurred significant losses in both segments during 2001. The losses in the direct healthcare liability insurance
segment were almost entirely attributable to adverse experience incurred by the Company under policies issued to physicians
and medical groups in states outside California. Adverse experience included both losses incurred under policies issued and
renewed during 2001 and increases in loss reserves for policies issued in prior years. The Company instituted a number of
premium rate increases and stricter underwriting standards during 2001 in an attempt to improve results. The Company and the
independent insurance agency for the principal non-California programs have recently agreed to terminate the Company's
participation no later than March 2003. In the meantime, the Company continues to apply very strict underwriting requirements
and has the full advantage of the rate increases on policies issued and renewed under these programs. See Direct Healthcare
Liability Insurance Segment Overview and Management's Discussion and Analysis of Financial Condition and Results of
Cperations.

The losses and loss adjustment expenses during 2001 in the assumed reinsurance segment include approximately $19.6 million
of estimated net losses incurred as a result of the September 11, 2001, terrorist attack on the World Trade Center, Pentagon and
certain airlines. These losses are estimated principally under various property, general liability, accident and health and
workers' compensation reinsurance treaties. In addition, the Company incurred a charge of $8.5 million against net premiums
earned in its assumed reinsurance segment attributable to September 11 estimated losses under a 1996 letter of credit
arrangement indexed to a portfolio of worldwide catastrophe excess of loss reinsurance business. See Management's
Discussion and Analysis of Financial Condition and Results of Cperations and Note 4 to Consolidated Financial Statements.
Excluding the impact of the September 11 atiack, the 2001 combined ratio for the segment would have been 94.5%.

On February 21, 2002, A.M. Best & Co. {A.M. Best), the leading rating organization for the insurance industry, downgraded the
financial strength rating of the Company's insurance company subsidiaries to B++ (Very Good) from A {Excellent). The stated
reason for the downgrade was the effect the losses for 2007 will have on the capitalization of the Company in relation to
significant premium growth that occurred during 2001. This downgrade could have a material adverse effect an the ability of the
Company to maintain its volume of premiums written and earned, particularly in the Assumed Reinsurance Segment. See Risk
Factors—Importance of A.M. Best Rating.

DIRECT HEALTHCARE LIABILITY INSURANCE SEGRENT

Qverview and Developments During 2009—The Company has been a leading provider of medical malpractice insurance in
California for many years. Medical malpractice insurance, or medical professional liability insurance, insures the physician,
dentist, hospital or other healthcare provider or facility against liabilities arising from the rendering of, or failure to render,
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professional medical services. Based on data compiled by A.M. Best, total medical malpractice premiums in the United States
in 2000 were approximately $6.3 billion. In California, the second largest market for medical malpractice insurance based on
direct premiums written, approximately $584.4 million of medical malpractice premiums were written in 2000. The Company’s
share of the medical malpractice premiums written in California in 2000 was approximately 17.6% and the Company was the
second largest writer in the state. During 2001, the Company had premiums earned under policies issued to California insureds
of approximately $116.8 million, or 70.6% of the total premiums earned in the direct healthcare liability insurance segment.

Expansion into Other Markets—Prior to 1996, the Company did not offer medical malpractice insurance outside California,
and insured only a small number of hospitals and other healthcare facilities. in that year, the Company adopted a strategy to
meet the needs of what it perceived to be a changing healthcare market, the growth of managed care and the emergence of
multi-state integrated healthcare providers and delivery systems. The Company undertook a new strategy that included
(i) expanding the types of products offered to include comprehensive hospital and related liability coverages for large
healthcare systems and {(ii) diversifying geographically into states other than California, while {iii) maintaining the Company’s
historic relationship with its primary policyholder base of California physician and medical group insureds.

From 1997 through 1999, the Company added more than 75 hospitals to its program. These policies were written through
national and regional brokers and covered facilities in four states, in addition to California. At approximately the same time, the
Company undertook a major geographic expansion in the physician and small medical group market through an arrangement
with Brown & Brown, Inc. (Brown & Brown), one of the nation’s top independent insurance agency organizations. This
arrangement commenced January 1, 1998, and eventually encompassed nine states, the largest in terms of premium volume
being Connecticut, Florida and Georgia.

During 2000, the Company entered into a separate arrangement with Brown & Brown covering the California and Texas
portion of a dental liability program developed by Brown & Brown. The Company also reinsures the entire risk of policies issued
nationally by another insurer to oral and maxillofacial surgeons marketed by Brown & Brown.

The Company also expanded its operations outside California during the past few years through sales of professional
liability policies to physicians who do not meet the normal underwriting criteria of the Company. These non-standard policies
were issued in a number of states through brokers at higher premiums.

In 2001, the Company undertook the insurance of physicians in Delaware through a single Delaware broker. At
December 31, 2001, the Company insured approximately 140 physicians under this program.

The Company has also developed and marketed ancillary liability insurance products for the healthcare industry including
directors and officers’ liability insurance for healthcare entities, errors and omissions coverage for managed care organizations
and billing errors and omissions coverage for the medical profession. These represent a small part of the business.

Discentinuance of Hospital Pregram—The Company encountered intense price competition in its efforts to significantly
expand its large hospital and other healthcare facility writings. The Company was able to expand by offering policies at
competitive rates for the coverage provided. During 2000, the Company incurred material adverse loss experience under many
of these policies, including policies issued ta hospitals that had already left the Company for lower rates offered by other
insurers. The Company declined to renew a number of its hospital policies or offered renewal only at substantially increased
premium rates. At the beginning of 2001, the Company insured only 15 hospitals. This number is now reduced to 10 hospitals
insured, and the Company expects to completely withdraw from this business through nonrenewal of policies during 2002, The
Company did not incur material losses in its hospital program during 2001.

Losses During 2001 in Non-California Physician Programs—in 2001, the Company derived approximately 30% of its
healthcare liability premium volume from policies issued outside the state of California, principally under the Brown & Brown
and nonstandard physician programs. In the second quarter of 2001, the Company recognized that it had seriously
underestimated losses incurred under these programs far prior years and during the first quarter of 2001. The Company
strengthened its prior-years’ loss reserves at mid-year approximately $18.7 million to reflect these higher estimates, and
included an additional provision of $7.5 million for expected losses because of premium inadequacy on then current policies
under these programs. The Company implemented significant premium increases, averaging approximately 40%, in its principal
non-California markets, and immediately instituted more stringent underwriting and pricing guidelines in these states. The
Company also commissioned an independent claims study to confirm the results of its reserve estimates. Throughout the
remainder of 2001, the Company continued to evaluate its premiums rates in these markets and institute or apply for additional
rate increases where appropriate.




At the end of 2001, significant additional losses emerged under these programs, principally involving adverse experience in
the fourth guarter on policies in effect during 2001. The Company increased its reserves by an additional amount of
approximately $27.3 million for the 2001 policy year and established a premium deficiency provision of $7.9 million at year end
for expected losses on existing policies. These reserve actions resulted in a significant underwriting loss in the direct
healthcare liability insurance segment.

The Company and Brown & Brown have an reached agreement to terminate both the physician and dental programs no
later than March 6, 2003. in the interim, Brown & Brown will attempt to identify an insurance company or companies to replace
the Company. The Company will continue to issue and renew those policies under the Brown & Brown programs that satisfy
stringent underwriting standards now in place. The Company will also have the benefit of the increased rates for policies issued
or renewed during the remainder of 2002 and early 2003. The Company is applying these same standards to the nonstandard
physician policies renewed outside California. The Company is issuing no new nonstandard physician palicies outside of
California.

The Company expects the foregoing actions to decrease the number of physicians and medical groups insured outside of
California throughout 2002. This decrease will be somewhat offset by higher premiums received from those physicians and
medical groups that remain with the program. During 2001, the Company had net premiums earned under the Brown & Brown
and non-California nonstandard physician programs of $37.0 million and $8.4 million, respectively.

During 2002, the Company will concentrate its efforts on maintaining its core physician and medical group business in
California. The Company also intends to continue efforts to expand its physician and medical group business in Delaware and in
selected other states. The Company does not expect to initiate any significant new programs outside California during 2002.

Products

The Company underwrites professional and related liability policy coverages for physicians (including oral and maxillofacial
surgeons), physician medical groups and clinics, hospitals, dentists, managed care organizations and other providers in the
healthcare industry. The following table summarizes, by product, the direct premiums earned by the Company for the periods
indicated:

FOR THE YEAR ENDED DECEMBER 31, 2001 2000 1983
{In Thousands)

Physician and medical group liability:

Physician and medical group standard professional liability $138,756 $122,288 $124,092
Nonstandard physicians 9,591 7,657 5,617
Emergency medicine program 763 2,880 2,243
Urgent care centers 55 m 234
Subtotal medical liability 148,165 132,936 132,186
Excess personal liability 649 673 705
Subtotal physician and medical group liahility 149,814 133,609 132,891
Hospital liahility 5,848 13,618 12,351
Healthcare provider liability 1,580 1,575 1,051
Healthcare facility liability 6,161 4,634 1,707
Dentist liability 2,533 707 —
Managed care organization errors and omissions 1,327 665 699
Medicare billing errors and omissions 372 368 —
Directors and officers’ liahility 832 862 699
Total $168,467 $155,838 $149,191

Physician and Medical Group Liability—The professional liability insurance for sole practitioners and for medical groups
provides protection against the legal liability of the insureds for such things as injury caused by, or as a result of, the
performance of patient treatment, failure to treat and failure to diagnose a patient. The Company offers separate policy forms
for physicians who are sole practitioners and for those who practice as part of a medical group or clinic. The policy issued to
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sole practitioners includes coverage for professional liability that arises in the medical practice and also for certain other
“premises” liabilities that may arise in the non-professional operations of the medical practice, such as slip-and-fall accidents,
and a limited defense reimbursement benefit for proceedings instituted by state licensing boards and other governmental
entities.

The policy issued to medical groups and their physician members includes not only professional liability coverage and
defense reimbursement benefits, but also substantially more comprehensive coverages for commercial general liability and
employee benefit program liability and also provides a small medical payment benefit to injured persons. The business liability
coverage included in the medical group policy includes coverage for certain employment-related liabilities and for pollution,
which are normally excluded under a standard commercial general liability form. The Company also offers, as part of its
standard policy forms for both sole and group practitioners, optional excess personal liability coverage for the insured
physicians. Excess personal liability insurance provides coverage to the physician for personal liabilities in excess of amounts
covered under the physician’s homeowners and automobile policies. The Company has developed nonstandard programs that
may exclude business liability coverages for certain physicians.

The professional liability coverages are issued primarily on a “claims made and reported” basis. Coverage is provided for
claims reported to the Company during the policy period arising from incidents that occurred at any time the insured was
covered by the policy. The Company also offers “tail coverage” for claims reported after the expiration of the policy for
occurrences during the coverage period. The price of the tail coverage is based on the length of time the insured has been
covered under the Company’s claims made and reported policy. The Company provides free tail coverage for insured
physicians who die or become disabled during the coverage period of the policy and those who have been insured by the
Company for at least five consecutive years and retire completely from the practice of medicine. Free tail coverage is
automatically provided to physicians with at least five consecutive years of coverage with the Company and who are also at
least 85 years old.

Business liability coverage for medical groups and clinics and the excess personal liability insurance is underwritten on an
occurrence basis. Under occurrence coverage, the coverage is provided for incidents that occur at any time the policy is in
effect, regardless of when the claim is reported. With occurrence coverage, there is no need to purchase tail coverage.

The Company offers standard limits of insurance up to $10.0 million per claim or occurrence, with up to a $10.0 million
aggregate palicy limit for all claims reported or occurrences for each calendar year or other 12-month policy period. The most
common limit is $1.0 million per claim or occurrence, subject to a $3.0 million aggregate policy limit. The Company’s limit of
liability under the excess personal liability insurance coverage is $1.0 million per occurrence with no aggregate limit. The
defense reimbursement benefit for governmental proceedings is $25,000, and the medical payments benefit for persons injured
in non-professional activities is $10,000.

The Company has written professional liability insurance for oral surgeons in California for a number of years. Qral
surgeons are frequently licensed physicians.

Hospital Liability—The Company wrote hospital liability insurance on both a claims made and reported basis and a
maodified occurrence basis that, in effect, includes a combination of accurrence coverage and tail coverage for up to seven
vears after the policy terminates. The policy issued to hospitals provides protection for professional liabilities related to the
operation of a hospital and its various staff committees, together with the same business liability, medical payments and
employee benefit program liability coverages included in the policy for large medical groups. The Company has effectively
withdrawn from this market.

Healthcare Provider Liahility/Healthcare Facilities Liability—The Company offers its professional liability coverage to a
variety of specialty provider organizations, including hospital emergency departments, outpatient surgery centers, medical
urgent care facilities and hemodialysis, clinical and pathology laboratories. The Company also offers its professional liability
coverage to healthcare providers such as chiropractors, podiatrists and nurse practitioners. These policies include the
standard professional liability coverage provided to physicians and medical groups, with certain modifications to meet the
special needs of these healthcare providers. The policies are generally issued on a claims made and reported basis with the
limits of liability up to those offered to larger medical groups. The limits of coverage under the current healthcare provider
palicies issued by the Company are between $1.0 million and $5.0 million per incident, subject to $3.0 million to $10.0 million
aggregate policy limits. )




Dentist Liability—!n 2000, the Company initiated dental liability insurance coverage under 2 program developed by Brown
& Brown in Texas and California. The program provides claims-made coverage 1o dentists and small dental groups. Brown &
Brown markets this program in other states through ancther insurance company. This program will also terminate no later than
March 6, 2003. '

Managed Care Qrganization Errors and Omissions—The Company offers a policy for managed care organizations. The
policy provides coverage for liability arising from covered managed care incidents or vicarious liability for medical services
rendered by non-employed physicians. Covered services include peer review, healthcare expense review, uiilization
management, utilization review and claims and benefit handling in the operation of the managed care crganizations. These
policies are generally issued on a claims made and reperted basis. The annual aggregate limit of coverage under the current
managed care organization policies issued by the Company is $1.0 million.

Directors and Gfficers’ Liability—In 1996, the Company hegan to directly write renewals of directors and officers” liability
policies previously underwritten by other companies. In 1989, the Company began offering a new directors and cfficers’ liability
policy, and expanded its marketing of this program. The directors .and officers’ liability policies are generally issued on a claims
made and reported basis. The limit of coverage on directors and officers’ liability policies written by the Company is $1.0 million.

Bilking Errors znd Omissions—In late 1999, the Company began cffering a newly designed product that provides
physicians and medical groups with protection for defense expenses and certzin liabilities related to governmental
investigations into billing errors and emissicns to Medicare and other government-subsidized healthcare programs.

Marketing and Policyholder Services

Historically, the Company marketed its physician professional liability policies directly to physicians and medical groups in
California. Infrequently, iarger medical groups were written through insurance brokers. The Company actively marketed
hospital peolicies through brokers when it commenced offering this coverage. During the past few years, brokered business has
become a more important source of new business in California and the predeminant source of new business in all other states.

The Company’s marketing organization has approximately 30 employees whe directly solicit prospective pelicyhelders, maintain
relationships with existing insureds and provide marketing support to brokers. The Company's marketing efforts include
sponsorship by local medical associations, educational seminars, adveriisements in medical journals and direct mail
solicitation to licensed physicians and members of physician medical specialty group organizations.

The Company attracts new physicians through special rates for medical residents and discounts for physicians just entering
medical practice. In additicn, the Company sponsors and participates in various medical group and healthcare administrators
programs, medical association and specialty society conventions and similar grograms that provide visibility in the healthcare
community.

The Company's current marketing emphasis is directed toward California physicians and medical groups. During 2001, the
Company closed marketing offices in Texas, Florida and Arizona. These offices had principally serviced hospital insureds and
solicited large group accounts.

Undenwriting

The Underwriting Department consists of a Senior Vice President in charge of Underwriting, three divisional underwriting
managers, 14 underwriters and 15 technical and administrative assistants. Certain of these underwriters specialize in
underwriting managed care organizations and directors and officers’ liability products. The Company's underwriting
department is responsible for the evaluation of applicants for professional liability and other coverages, the issuance of policies
and the establishment and implementation of underwriting standards for all of the coverages underwritten by the Company.

The Company performs a continuous process of reunderwriting its insured physicians, medical groups and healthcare facilities.
Information concerning insureds with large losses, a high frequency of claims or unusual practice characteristics is developed
through claims and risk management reports or correspondence.
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Brown & Brown had performed most of the underwriting functions with respect to policies issued by the Company under its
arrangement with Brown & Brown for physician professional liability and other coverages. The parties are in the process of
terminating this relationship and the Company has assumed greater control over the establishment and application of
underwriting standards. .

Rates

The Company establishes, through its own actuarial staff and independent actuaries, rates and rating classifications for its
physician and medical group insureds based on the loss and loss adjustment expense (LAE) experience it has developed over
the past 25 years and upon rates charged by its competitors. The Company has various rating classifications based on practice,
location, medical specialty, limits and other factors. The Company utilizes various discounts, including discounts for part-time
practice, physicians just entering medical practice and large’ medical groups. The Company has developed nonstandard
programs for physicians who have unfavorable loss history or practice characteristics, but whom the Company considers
insurable. Policies issued in this program have significant surcharges. The Company has established its premium rates and
rating classifications for managed care organizations utilizing data publicly filed by other insurers, and based in part on its
recent experience. The data for managed care organization errors and omissions liability is extremely limited, as tort exposures
for these organizations are only recently beginning to develop. The rates for directors and officers’ liability are developed using
historical data publicly filed by other insurers, financial analysis and loss history. All rates for liability insurance in California are
subject to the prior approval of the Insurance Commissioner.

The Company has consistently instituted annual overall rate increases in California during the past 10 years ranging from
approximately 3.5% to 10.6%. Rate volatility has been considerably greater in other states, particularly in the principal states in
the Brown & Brown program. Since the beginning of 2001, the Company has instituted average aggregate rates increases in
Florida, Georgia, Connecticut and Texas of approximately 70%. ‘

Claims

The Company’s Claims Department is responsibie for claims investigation, establishment of appropriate case reserves for loss
and LAE, defense planning and coordination, control of attorneys engaged by the Company to defend a claim and negotiation of
the settiement or other disposition of a claim. Under most of the Company's policies, except managed care organization errors
and omissions policies, and directors and officers’ liability policies, the Company is obligated to defend its insureds, which is in
addition to the limit of liability under the policy. Medical malpractice claims often involve the evaluation of highly technical
medical issues, severe injuries and conflicting expert opinions. In almost all cases, the person bringing the claim against the
physician is already represented by legal counsel when the Company learns of the patential claim.

The Claims Department staff includes managers, litigation supervisors, investigators and other experienced professionals
trained in the evaluation and resolution of medical:professional liability and general liability claims. The claims department staff
consists of approximately 56 employees, including 16 clerical personnel. The Company has seven unit managers and three
branch managers responsible for specific geographic areas, and additional units for specialty areas such as healthcare
facilities, birth injuries and policy coverage issues. The Company also occasionally uses independent claims adjusters, primarily
to investigate claims in remote locations. The Company selects legal counsel from among a group of law firms in the geographic
area in which the action is filed.

The Company vigorously defends its insureds against claims, but seeks to resolve expediently cases with high exposure
potential. The defense of a healthcare professional liability claim requires significant cooperation between the litigation
supervisor or claims department manager responsible for the claim and the insured physician. The Company’s policies require
that a healthcare professional liability claim cannot generally be settled without the consent of the physician or the professional
insured. California law requires that the insurer report such settlements to a medical disciplinary board, and federal law
requires that any claim payment, regardless of amount, be reported to a national data bank which can be accessed by various
state licensing and disciplinary boards and medical peer evaluation committees. Thus, the physician or other healthcare
professional is often placed in a difficult position of knowing that a settlement may result in the initiation of a disciplinary
proceeding or some other impediment to his or her ability to practice. The claims department supervisor must be able to fully
evaluate considerations of settlement or trial and to communicate effectively the Company’s recommendation to its insured. If
the insured will not consent to a settlement offer, the Company may be exposed to a larger judgment if the case proceeds to
trial.




The Company also maintains a risk management staff, including a vice president, department manager and six members. The
risk management department works directly with medical groups and individual insureds to improve their procedures in order
to minimize the incidence of claims.

ASSUMED REINSURANCE SEGMENT

In August 1999, the Company established a separate Assumed Reinsurance Division under the direction of two newly hired
officers.

Reinsurance industry Overview

Reinsurance is an arrangement in which an insurance company, the reinsurer, agrees to indemnify another insurance
company, the ceding company, against all or a portion of the insurance risks underwritten by the ceding company under one or
more insurance contracts. Reinsurance can provide a ceding company with several benefits, including a reduction in net
liability on individual risks, catastrophe protection from large or multiple losses and assistance in maintaining acceptable
financial ratios. Reinsurance also provides a ceding company with additional underwriting capacity by permitting it to accept
larger risks and write more business than would be possible without a concomitant increase in capital and surplus.

Reinsurance contracts are normally classified as treaty or facultative contracts. Treaty reinsurance refers to automatic
reinsurance coverage for all or a portion of a specified class of risks ceded by the primary insurer or a reinsurer, while
facultative reinsurance involves underwriting of individual risks. Coverage of the risks assumed under reinsurance contracts
may be classified as quota-share or excess. Under quota-share (or pro rata) reinsurance, the reinsurer shares propartionally in
the original premiums and losses of the primary insurer or reinsurer, Excess {or non-proportional) reinsurance provides for the
- indemnification of the primary insurer or reinsurer for all or a portion of the loss in excess of an agreed upon amount or
“retention.” Both quota-share and excess reinsurance may provide for aggregate limits of indemnification.

Cempany Strategy

The Company has concentrated the majority of its assumed reinsurance porifolio on treaty reinsurance. Treaty reinsurers,
including the Company, da not separately evaluate each of the individual risks assumed under their treaties and, consequently,
after a review of the ceding company’s underwriting practices, are largely dependent on the original risk underwriting
decisions made by the ceding company. Such dependence subjects reinsurers in general to the possibility that the ceding
companies have not adequately evaluated the risks to be reinsured and, therefore, that the premiums ceded under the treaty
may not adequately compensate the reinsurer for the risks assumed. The reinsurer's evaluation of the ceding company’s risk
management and underwriting practices will usually impact the pricing of the treaty.

The Company has focused its assumed reinsurance portfolio on pro rata agreements in which the ceding company bears a
proportional share of the risk and therefore has the incentive to underwrite and price the business appropriately. Further, the
Company's pro rata participations are structured to take advantage of all reinsurance protections purchased by the ceding
company. The Company has treaties principally with those ceding companies with which the Company’s officers have had past
experience and can demonstrate that the ceding company has outperformed its peers in its areas of expertise. The Company
also participates in excess of loss reinsurance arrangements, following the same approach outlined above, where the subject
exposures can be completely identified, segmented geographically, priced accordingly and underwritten by specific individuals
within the ceding company in whom the Company has confidence.

Reinsurance Programs

The principal reinsurance programs in which the Company is a participant are the following:

Casualty Programs—Approximately 41.5% of the Company's expected assumed reinsurance premium written on treaties
currently in effect is derived from a limited number of pro rata and excess of loss treaties for United States based ceding
companies writing automabile, general liability, workers” compensation and certain professional liability lines of business.

Property Programs—Approximately 20.8% of the Company's expected assumed reinsurance premium written on treaties
currently in effect is derived from a limited number of pro rata and excess of loss treaties for United States and international
based ceding companies writing personal and cammercial property coverage throughout the world.
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Accident and Health and Workers' Compensation Programs—Approximately 25.8% of the Company's expected assumed
reinsurance premium written on treaties currently in effect is derived from a limited number of pro rata treaties for United
States based ceding companies coming from a single source, Reinsurance Management Group, Summit, New Jersey, in which
the Company has a 20% ownership interest. Reinsurance Management Group is a specialist underwriting management firm
writing various forms of accident and health reinsurance risks. In addition, the Company writes a small portfolio of international
personal accident business on a pro rata treaty basis.

Marine Program—Approximately 11.8% of the Company’'s expected assumed reinsurance premium written on treaties
currently in effect is derived from pro rata treaties from a single Lloyd's syndicate that specializes in writing marine insurance
and reinsurance on a worldwide basis. The syndicate is managed by an affiliate of GoshawK Insurance Holdings plc
(GoshawK). In November 1399, the Company purchased approximately 9.5% of the outstanding common stock of Goshawk,
which is a publicly traded Lioyd's underwriter. In 2001, Goshawk sold additional shares of its capital stock reducing the
Company’s ownership to 4.1%. The Company entered into a quota share reinsurance treaty effective January 1, 2000, under
which the Company has assumed 7.5% of GoshawK's annual premium.

Corporate Name at Lloyd's—In addition to the foregoing programs, effective January 1, 2001, the Company formed SCPIE
Underwriting Limited, a limited liability corporate underwriting syndicate member at Lloyd's which provides underwriting
capacity to two Lloyd's syndicates for the 2001 underwriting year. One syndicate wrote a varied portfolio of property and
casualty insurance and reinsurance, while the other syndicate wrote a portfolio of professional liability risks.

Distribution

The Company's predominant source of reinsurance business is through professional reinsurance intermediaries. At the present
time, the Company writes through approximately 11 intermediaries located throughout the United States and in London.

Underwriting

All underwriting of the assumed reinsurance portfolio is the responsibility of the two senior officers who head the division.
Likewise, these individuals are directly responsible for all on site audits of assumed reinsurance clients. The vast majority of
assumed reinsurance treaties are written for a 12-month term and are subject to a process of reunderwriting at the end of each
period prior to renewal agreement.

Claims

Allindividual excess of loss claims are reviewed by the two senior officers managing the reinsurance division, who recommend
cash reserves and other action to be taken with respect to these claims. With respect to claims under pro rata treaties that are
submitted in conjunction with monthly or quarterly premium accounts, these officers conduct periodic audits of these claims to
confirm that they fall within the scope of the respective reinsurance treaties.

LOSS AND LAE RESERVES

The determination of loss reserves is a projection of ultimate losses through an actuarial analysis of the claims history of the
Company and other professional liability insurers, subject to adjustments deemed appropriate by the Company due to changing
circumstances. Included in its claims history are losses and LAE paid by the Company in priar periods and case reserves for
anticipated losses and LAE developed by the Company’s Claims Department as claims are reported and investigated. Actuaries
rely primarily on such historical loss experience in determining reserve levels on the assumption that historical loss experience
provides a good indication of future loss experience despite the uncertainties in loss cost trends and the delays in reparting and
settling claims. As additional information becomes available, the estimates reflected in earlier loss reserves may be revised.
Any increase in the amount of reserves, including reserves for insured events of prior years, could have an adverse effect on
the Company's results for the period in which the adjustments are made.

The uncertainties inherent in estimating ultimate losses on the basis of past experience have grown significantly in recent
years principally as a result of judicial expansion of liability standards and expansive interpretations of insurance contracts.
These uncertainties may be further affected by, among other factors, changes in the rate of inflation and changes in the
propensities of individuals to file claims. The inherent uncertainty of establishing reserves is relatively greater for companies
writing long-tail casualty insurance, including medical malpractice insurance, due primarily to the longer-term nature of the
resolution of claims. There can be no assurance that the ultimate liability of the Company will not exceed the amounts reserved.
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The Company utilizes both its internal actuarial staff and independent actuaries in establishing its reserves. The Company’s
independent actuaries review the Company’s reserves for losses and LAE at the end of each fiscal year and prepare a report
that includes a recommended level of reserves. The Company considers this.recommendation as well as other factors, such as
known, anticipated or estimated changes in frequency and severity of claims, loss retention levels and premium rates, in
establishing the amount of its reserves for losses and LAE. The Company continually refines reserve estimates as experience
develops and further claims are reported and settled. The Company reflects adjustments to reserves in the results of the
periods in which such adjustments are made. Since medical malpractice insurance is a long-tail line of business for which the
initial loss and LAE estimates may be adversely impacted by events occurring long after the reporting of the claim, such as
sudden severe inflation or adverse judicial or legisiative decisions, the Company has attempted to establish its loss and LAE
reserves at what it believes are conservative levels. :

The Company’s loss reserve experience is shown in the followingi'ta;ble, which sets forth a reconciliation of beginning and
ending reserves for unpaid losses and LAE for the periods indicated: :

DECERMBER 31, 2001 2000 1933
{ln Thousands)
Reserves for losses and LAE at beginning of year ~ $433541 $449,864  $477,631
Less reinsurance recoverables ' : 40,152° 45,007 24,899
Reserves for losses and LAE, net of related reinsurance recovérable, at béginning of year 393,389 404,857 452,732
Reclassification of reinsurance contract : o 3,840 — -
Provision for losses and LAE for claims occurring in the current year, net of reinsurance 290,649 194,717 183,959
Increase {decrease) in estimated losses and LAE for claims occurring in prior years, net of -
reinsurance . 13,824  (42,115) (81,179}
Incurred losses during the year, net of reinsurance ‘ ' ' 304,473 152,602 122,780
Deduct losses and LAE payments for claims, net of reinsurance, occurring during:
Current year 36,006 15,181 13,742
Prior years 155,626 148,889 156,913
' ‘ 191,632 164,070 170,655
Reserve for losses and LAE, net of related reinsurance recoverable, at end of year 502,390 393,389 404,857
Reinsurance recoverable for losses and LAE, at end of year 74,246 40,152 45,007
Reserves for losses and LAE, gross of reinsurance recoverable, at end of year : $576,636 $433,541 $449,864

Effective January 1, 1998, the Company entered into a facultative quota share reinsurance contract. The contract represents a
percentage share retrocession of an adverse loss development contract of underlying medical malpractice risks written on or
prior to December 31, 1997. Premiums were collected during 1998 — 2000. The contract is subject to a maximum limit and
remains in force until 2023 or earlier provided the obligations under the contract have been fully satisfied. Based on the
Company's reevaluation of the contract provisions, beginning 2001 the Company reclassified $3.8 million of assumed premiums
and corresponding losses recorded in prior periods to deposit reinsurance in accordance with FASB No. 113. This
reclassification had no impact on net incame for 2001. ' ' ’

The increase during 2001 in estimated losses and LAE for claims occurring in prior years was atiributable to the significant
adverse loss experience encountered during 2001 in the physician and medical group business autside the state of California.
See Management's Discussion and Analysis of Financial Condition and Results of Operations—0verview.

The following table reflects the development of loss and LAE reserves for the periods indicated at the end of that year and each
subsequent year. The line entitled “Loss and LAE reserves” reflects the reserves, net of reinsurance recoverables, as originally
reported at the end of the stated year. Each calendar year-end reserve includes the estimated unpaid liabilities for that report
or accident year and for all prior report or accident years. The section under the caption “Liability reestimated as of” shows the
original recorded reserve as adjusted as of the end of each subsequent year to reflect the cumulative amounts paid and all
other facts and circumstances discovered during each year. The line “Cumulative {redundancies) deficiencies” reflects the
difference between the latest reestimated reserve amount and the reserve amount as originally established. The section under
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the caption “Cumulative amount of liability paid through” shows the cumulative amounts paid related to the reserve as of the
end of each subsequent year. '

In evaluating the information in the table below, it should be noted that each amount includes the effects of all changss in
amounts of pricr periods. For example, if a loss determined in 2000 to be $106,000 was first reserved in 1990 at $150,000, the
$50,000 redundancy {original estimate minus actual loss) would be included in the cumulative redundancy in each of the years
1991 through 2000 shown below. This table presents development data by calendar year and daes not relate the data to the year
in which the claim was reported or the incident actually occurred. Conditions and trends that have affected the development of
these reserves in the past will not necessarily recur in the future.

YEAR ENDED
DECEWIBER 31, 1391 1992 1993 1994 1935 1983 1337 1338 1933 2030 2081
{in Thousands) '
Loss and LAE reserves
before reclassification $452,732 $403,197  $390,600
Reclassification $ 1660 $ 1128 § 1,052
Loss and LAE reserves $439908 $465423 $472,129 $449566 $446,627 $440302 $433441 $451,072 $402,069 $389,548 $502,330
Liability reestimated as of:
One year later 409,866 421,994 411,915 391,733 386,872 387,094 339,673 389,893 359,954 4037374
Two years later 364,105 368,521 363,562 337,441 337,760 301,795 283276 351,238 356,298
Three years later ' 316,220 325,073 315,712 304,063 - 264,813 259,022 250,952 341,763
Four years later 282,291 292,801 293,11 254,004 236,609 237,059 243,581
Five years later 261,344 274,304 262,879 239,372 221,537 236,363
Six years later 252,077 257,864 254,502 231,129 221,014
Seven years later 243,216 252,353 248522 230,799
Eight years later 240,305 243,420 - 246,889
Nine years later 238,546 246,615
Ten years later 236,828
Cumulative {redundancies)
deficiencies {203,080} (218,808}  (225240) (218,767) (225613) (203,939) (189,880) (109,309)  (45,771) 13,826
Cumulative amount of
liability paid through: ,
One year later 101,001 105,678 121,106 109,481 101,844 118,307 107,748 156913 148,891 155,627
Two years later 171,429 184,883 192,518 - 170,603 170,932 181,116 179,016 246,835 238,718
Three years later 205,829 219,649 217,484 202,660 195,265 207,141 204,773 279,629
Four years later 221,884 232,378 231,794 213,41 207,454 217,460 216,448
Five years later 227,692 237,879 © 231,272 221,409 211,934 222,307
Six years later 231,277 240,363 241,804 224,555 213,257
Seven years later 232,416 242,698 242,136 224,882
Eight years later 233,784 242,818 242,875
Nine years later 233,552 242,850
Ten years later 233,567
Reserves before
reclassification : 542,732 403,197 390,600
Reclassification ' 1,660 1,128 1,052
Net reserves—December 31 ‘ 440,302 433441 451072 402,069 389,548 502,330
Reinsurance Recoverables 19,267 21,529 24,898 45,007 40,152 74,248

Gross reserves : $459,569 $454,970 $475,970 $447,076 $429,700 $576,636

Prior to 2001, the Company consistently experienced favorable development in loss and LAE reserves established for prior
years. Buring 2000, the Company experienced adverse loss development in its prior years reserves for hespitals and significant
ongoing losses in this program, which resulied in less favorable loss development in 2800 than in prior years. in 2001, the
Company experienced its first deficiency in its loss reserves for prior years. This deficiency was due to the significant adverse
loss experience encountered in the physician and medical group business cutside California. While the Company believes that
its reserves for losses and LAE are adequate, there can be no assurance that the Company’s ultimate losses and LAE will not
deviate, perhaps substantially, from the estimates reflected in the Company’s financial statements. [f the Company’s reserves
should prove inadeguate, the Company will be required to increase reserves, which could have a material adverse effect on the
Company's financial condition or results of operations.
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CEDED REINSURANGE—DIRECT HEALTHCARE LIABILITY INSURANCE

The Company follows customary industry practice by reinsuring a portion of its healthcare liability insurance risks. The
Company cedes to reinsurers a portion of its risks and pays a fee based upon premiums received on all policies subject to such
reinsurance. Insurance is ceded principally to reduce net liability on individual risks and to provide protection against large
losses. Although reinsurance does not legally discharge the ceding insurer from its primary liability for the full amount of the
policies reinsured, it does make the reinsurer liable to the insurer to the extent of the reinsurance ceded. The Company
determines how much reinsurance to purchase based upon its evaluation of the risks it has insured, consultations with its
reinsurance brokers and market conditions, including the availability and pricing of reinsurance. In 2001, the Company ceded
$17.8 million of its earned premiums to reinsurers.

The Company's reinsurance arrangements are generally placed through its exclusive reinsurance broker, Guy Carpenter &
Company, Inc. For 1999 and prior years, the Company retained the first $1.0 million of losses incurred per incident for its
physician and medical group policies and had various reinsurance treaties covering losses in excess of $1.0 million up to $20.0
million per incident for physician coverage. The reinsurers also were obligated to bear their proportionate share of allocated
loss adjustment expenses (ALAE). For hospital coverage, the Company reinsured 90% of all losses incurred above a $1.0 million
retention, and the Company retained all LAE. For 2000, the Company consolidated these treaties into a program in which the
Company retained the first $2.0 million of losses and ALAE per incident and the reinsurers covered losses in excess of this
amount up to $70.0 miltion. For 2001, the Company retained the first $1.25 million of losses and LAE, and retention for non-
hospital business was reduced to $1.25 million per incident. In addition, the Company bears an annual aggregate deductible of
$1.75 million for losses in excess of the Company's retentions.

The Company often has more than one insured named as a defendant in a lawsuit or claim arising from the same incident, and,
therefore, multiple palicies and limits of liability may be involved. The Company’s reinsurance program is purchased in several
layers, the limits of which may be reinstated under certain circumstances, at the Company's option subject to the payment of
additional premiums.

Reinsurance is placed under reinsurance treaties and agreements with a number of individual companies and syndicates at
Lloyd’s to avoid concentrations of credit risk. The following table identifies the Company’s most significant reinsurers, their
percentage participation in the Company’s aggregate reinsured risk based upon premiums paid by the Company and their rating
as of December 31, 2001. No other single reinsurer's percentage participation in 2001 exceeded 5% of total reinsurance
premiums.

PREMIUMS CEDED PERCENTAGE OF
FOR YEAR ENDED TOTAL REINSURANCE
DECERMBER 31, 2001 RATING (1) PRERAIUMS
(In Thousands)
Hannover Ruckversicherungs $6,764 A+ 39%
Lioyd's of London Syndicates 1,514 A 43%
Zurich Re 1,889 A 1%

(1) Allratings are assigned by A.M. Best.

The Company analyzes the credit quality of its reinsurers and relies on its brokers and intermediaries to assist it in such
analysis. To date, the Company has not experienced any material difficulties in collecting reinsurance recoverables. No
assurance can be given, however, regarding the future ability of any of the Company’s reinsurers to meet their obligations.
Among the reinsurers to which the Company cedes reinsurance are certain Lloyd's syndicates. In recent years, Lloyd's has
reported substantial aggregate losses that have had adverse effects on Lioyd’s in general and on certain syndicates in
particular. In addition, there has been a decrease in the underwriting capacity of Lloyd’'s syndicates in recent years. The
substantial losses and other adverse developments could affect the ability of certain syndicates to continue to trade and the
ability of insureds to continue to place business with particular syndicates. It is not possible to predict what effects the
circumstances described above may have on Lloyd's and the Company’s contractual relationship with Lioyd’s syndicates in
future vears. The Company understands that Lioyd's syndicates have created new trust funds to hold reserves for reinsurance
purchased by United States reinsureds gross of outward reinsurance. This arrangement applies to all purchases on or after
August 1, 1995.

14




INVESTIMENT PORTFQOLIC

An important companent of the Company’s operating results has been the return on its invested assets. Investments of the
Company are made by investment managers under policies established and supervised by the Board. The Company’s
investment policy has placed primary emphasis on investment grade, fixed maturity securities and maximization of after-tax
yields. The investment manager for the fixed maturity securities portfolio of the Company is Brown Brothers Harriman & Co.

All of the fixed maturity securities are classified as available-for-sale and carried at estimated fair value. For these securities,
temporary unrealized gains and losses, net of tax, are reparted directly through stockholders’ equity, and have no effect on net
income. The following table sets forth the compaosition of the Company’s investments in available-for-sale securities at the
dates indicated:

DECERMBER 31, 2001 DECERGBER 31, 2000
COSTOR COSTOR
AMORTIZED FAIR AMORTIZED FAIR
¢€osT YALUE COsT YALUE

{’n Thousands)

Fixed maturity securities:

U.S. government and agencies $175,608 $177,718 $185,559 $187,873
State, municipalities and political subdivisions 126,431 126,516 180,528 181,880
Mortgage-backed securities, U.S. government 73,332 73,673 42,734 42,831
Corporate 189,854 191,237 158,345 153,682
Total fixed maturity securities 565,225 569,144 567,166 566,266
Common stocks 29,744 29,098 25,874 24,403
Total $594,969 $598,242 $593,040 $590,669

The Company’s current policy is to limit its investment in equity securities and real estate to na more than 8% of the total market
value of its investments. The Company's portfolio of unaffiliated equity securities was $29.1 million at December 31, 2001.

The Company’s investment porifolio of fixed maturity securities consists primarily of intermediate-term, investment-grade
securities. The Company’s investment policy provides that fixed maturity investments are limited to purchases of investment-
grade securities or unrated securities which, in the opinion of a national investment advisar, should qualify for such rating. The
table below contains additional information concerning the investment ratings of the Company’s fixed maturity investments at
December 31, 2001:

PERCENTAGE
ARORTIZED  FAIR OF FAIR
TYPE/RATING OF INVESTMENT (1) CosT YVALUE YALUE
{In Thousands)

AAA {including U.S. government and agencies) $313,519 $317,320 55.8%
AA 146,992 145,613 25.6
A 81,956 83,303 14.6
BBB 17,687 17,837 31
Non rated (2) 5,07 5,07 0.9

$585,225 $569,144 100.0%

(1) The ratings set forth above are based on the ratings, if any, assigned by Standard & Poor’s Corporation (S&P). If S&P's
ratings were unavailable, the equivalent ratings supplied by Moody’s Investors Services, Inc. were used.

{2) Includes a credit note received from a catastrophe reinsurance limited liability company controlled by Hannover Re
with an amortized cost and fair value of $5.0 million.
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The following table sets forth certain information concerning the maturities of fixed maturity securities in the Company's
investment portfolio as of December 31, 2001;

PERCENTAGE
AVIORTIZED  FAIR OF FAIR

COST YALUE YALUE
{In Thousands)

Years to maturity:

One or less $ 8,163 $ 8,256 1.5%
After one through five 88,658 90,453 15.9%
After five through ten 288,239 280,245 51.0%
After ten 106,835 106,517 18.7%
Mortgage-backed securities 73,332 73,673 12.9%
Totals $565,225 $569,144 100.0%

The average weighted maturity of the securities in the Company’s fixed maturity portfolio as of December 31, 2001 was 5.6
years. The average duration of the Company’s fixed maturity portfolio as of December 31, 2001 was 4.8 years.

The Company also made a $15.0 million investment in a limited partnership, which in turn invests in a portfolio of offshore hedge
funds, managed accounts and other professionally managed funds that pursue non-traditional investment strategies. The
investment return depends on the performance of the portfolio. The investment had a vatue of $14.9 million at December 31,
2001. The financial advisor to the limited partnership is Credit Suisse First Boston International. See Notes 1 and 2 to Notes to
Consolidated Financial Statements.

The Company maintains cash and highly liquid short-term investments, which at December 31, 2001 totaled $95.2 million.
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The following table summarizes the Company’s investment results for the three years ended December 31:

FOR THE YEAR ENDED DECEMBER 31 2001 2870 1239
{in Thousands)
FIXED MATURITY SECURITIES:
Average invested assets {includes short-term cash
investments){1) $650,915 $648,156 $672,403

Net investment income:

Before income taxes 34,122 33,152 36,404

After income taxes 24,251 24,531 28,357
Average annual return on investments:

Before income taxes 5.24% 511% 5.41%

After income taxes 3.73% 3.78% 4.22%
Net realized investment gains {losses) after income tax $ 3,708 $ (149 $ (255}
EQUITY SECURITIES:
Average invested assets(2) $ 26,751 $ 28,934 $ 35,239
Net investment income:

Before income taxes 223 499 927

After income taxes 204 381 742
Average annual return on investments:

Before income taxes 0.83% 1.73% 2.63%

After income taxes 0.76% 1.32% 2.11%
Net realized investment gains {losses) after income tax $ 1 $§ M2 3 63
OTHER SECURITIES:
Average invested assets(3) $ 23,410 $ 16,306 $ 16,633
Net investment income:

Before income taxes 1,550 500 307

After income taxes _ 1,008 325 199
Average annual return on investments:

Before income taxes 6.62% 3.07% 1.84%

After income taxes 4.30% 2.00% 1.20%
Net realized investment gains (losses) after income tax $ 0 $ 0 $ 0

(1) Fixed maturity securities at cost.
{2) Equities at market.
(3) Principally real estate and the ather investment.

COMPETITION

The property and casualty insurance and reinsurance markets in which the Company competes are highly competitive. All of
these markets have experienced severe price competition and expanding terms of coverage over the past several years.

In the Califarnia healthcare liability insurance market, the Company competes principally with three physician-owned mutual or
reciprocal insurance companies and a physician-owned mutual protection trust for physician and medical group insureds. Each
of these companies is actively soliciting insureds in Southern California, the Company’s primary area of operations, and each
has offered very competitive rates during the past few years. The Company believes that the principal competitive factors, in
addition to pricing, include financial stability, breadth and flexibility of coverage and the quality and level of services provided.
In addition, large commercial insurance companies actively compete in this market, particularly for larger medical groups,
hospitals and other healthcare facilities. These include the Farmers Group, Inc. and the CNA Insurance Companies.

The Company encounters similar competition from local physician-owned insurance companies and commercial companies in
other states. The Company competes in other states principally through independent agents and brokers, such as its
relationship with Brown & Brown, and by offering superior policyholder services. All markets in which the Company now writes
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insurance and in which it expects to enter have competitors with pre-existing relationships with prospective customers, name
recognition in those states and in many cases greater financial and operating resources than the Company. At the present time
the Company is substantially reducing its marketing efforts in states outside of California.

The Company competes in the United States and international reinsurance markets with numerous international and domestic
reinsurance and insurance companies. These competitors include independent reinsurance companies, subsidiaries or
affiliates of large established insurance companies, reinsurance departments of primary insurance companies and
underwriting syndicates in Lloyd's. A large majority of these competitors have greater financial resources than the Company,
have been operating for considerably longer than the Company, and have established long-term and continuing business
relationships throughout the industry. The Company competes in this large market through the relationships developed by its
senior management over many years and the underwriting expertise and services that the Company provides. The Company
has considered its A.M. Best “A (Excellent)” rating to be extremely important to its ability to compete in this segment. On
February 21, 2002, A.M. Best reduced the Company's rating to B++ (Very Good). This may adversely impact the Company's
ability to compete, particularly in the Assumed Reinsurance Segment. See A.M. Best Rating.

REGULATION

General

Insurance companies are regulated by government agencies in each state in which they transact insurance. The extent of
regulation varies by state, but the regulation usually includes: {i) regulating premium rates and palicy forms; {ii) setting minimum
capital and surplus requirements; (iii} regulating guaranty fund assessments; (iv) licensing companies and agents; (v) approving
accounting methods and methods of setting statutory loss and expense reserves; (vi) setting requirements for and limiting the
types and amounts of investments; {vii) establishing requirements for the filing of annual statements and other financial reports;
{viii) conducting periodic statutory examinations of the affairs of insurance companies; (ix) approving proposed changes of
control; and (x) limiting the amounts of dividends that may be paid without prior reguiatory appraval. Such regulation and
supervision are primarily for the benefit and protection of policyholders and not for the benefit of investors.

Licenses

SCPIE Indemnity, AHI and AHSIC are licensed in their respective states of domicile, California, Delaware and Arkansas
respectively. AHl is also licensed to transact insurance and reinsurance in 47 states and the District of Columbia. This permits
ceding company clients to take credit on their regulatory financial statements for reinsurance ceded to AH! in jurisdictions in
which it is authorized as a reinsurer. AHSIC is licensed to write policies as an excess and surplus lines insurer in 34 states and
the District of Columbia. SCPIE Indemnity is not licensed in any jurisdiction in addition to California.

SCPIE Underwriting Limited is authorized under the laws of the United Kingdom to participate as a corporate member of Lloyd's
underwriting syndicates.

iViost of the Company's healthcare liability insurance policies are written in California where SCPIE Indemnity is domiciled.
California laws and regulations, including the tort liability laws, and laws relating to professional liability exposures and reports,
have the most significant impact on the Company and its operations.

insurance Guaranty Associstions

Most states, including California, require admitted property and casualty insurers to become members of insolvency funds or
associations that generally protect policyholders against the insclvency of such insurers. Members of the fund or association
must contribute to the payment of certain claims made against insolvent insurers. Maximum contributions required by law in
any one year vary by state, and California permits a maximum assessment of 1% of annual premiums written by a member in
that state during the preceding year. The largest assessment paid by the Company was $697,000 in 1994. However, such
payments are recoverable through policy surcharges.

Holding Company Regulation

SCPIE Holdings is subject to the California Insurance Holding Company System Regulatory Act {the Holding Company Act). The
Holding Company Act requires the Company periodically to file information with the California Department of Insurance and
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other state regulatory authorities, including information relating to its capital structure, ownership, financial condition and
general business operations. Certain transactions between an insurance company and its affiliates of an “extraordinary” type
may not be effected if the California Commissioner disapproves the transaction within 30 days after notice. Such transactions
include, but are not limited to, certain reinsurance transactions and sales, purchases, exchanges, loans and extensions of
credit and investments, in the net aggregate, involving more than the lesser of 3% of the insurer's admitted assets or 25% of
surplus as to policyholders, as of the preceding December 31.

The Holding Company Act also provides that the acquisition or change of “control” of a California insurance company or of any
person or entity that contrals such an insurance company cannot be consummated without the prior approval of the California
Insurance Commissioner. In general, a presumption of “control” arises from the ownership of voting securities and securities
that are convertible into voting securities, which in the aggregate constitute 10% or more of the voting securities of a California
insurance company or of a person or entity that controls a California insurance company, such as SCPIE Holdings. A person or
entity seeking to acquire “control,” directly or indirectly, of the Company is generally required to file with the California
Commissioner an application for change of control containing certain information required by statute and published regulations
and provide a copy of the application to the Company. The Holding Company Act also effectively restricts the Company from
consummating certain reorganizations or mergers without prior regulatory approval.

The Company is also subject to insurance helding company laws in other states that contain similar provisions and restrictions.

Regulation of Dividends from Insurance Subsidiaries

The Holding Company Act also limits the ability of SCPIE Indemnity to pay dividends to the Company. Without prior natice to and
approval of the Insurance Commissioner, SCPIE Indemnity may not declare or pay an extraordinary dividend, which is defined
as any dividend or distribution of cash or other property whose fair market value together with other dividends or distributions
made within the preceding 12 months exceeds the greater of such subsidiary’s statutory net income of the preceding calendar
year or 10% of statutory surplus as of the preceding December 31. Applicable regulations further require that an insurer’s
statutory surplus following a dividend or other distribution be reasonable in relation to its outstanding liabilities and adequate to
meet its financial needs, and permit the payment of dividends only out of statutory earned (unassigned) surplus unless the
payment out of other funds is approved by the Insurance Commissioner. In addition, an insurance company is required to give
the California Department of Insurance notice of any dividend after decliaration, but prior to payment.

The other Insurance Subsidiaries are subject to similar provisions and restrictions under the insurance holding company laws
of the ather states in which they are organized.

Risk-Based Capital

The National Association of Insurance Commissioners (NAIC) has developed a methodology for assessing the adequacy of
statutory surplus of property and casuaity insurers which includes a risk-based capital (RBC} formula that attempts to measure
statutory capital and surplus needs based on the risks in a company’s mix of products and investment portfolio. The formula is
designed to allow state insurance regulators to identify potentially under-capitalized companies. Under the formula, a company
determines its authorized control level RBC by taking into account certain risks related to the insurer’s assets {including risks
related to its investment portfolio and ceded reinsurance) and the insurer’s liabilities {including underwriting risks related to the
nature and experience of its insurance business). The RBC rules provide for four different levels of regulatory attention
depending on the ratio of a company’s total adjusted capital to its authorized control level RBC. The threshold requiring the
least regulatory attention is a company action fevel when total adjusted capital is less than or equal to 200% of the authorized
control level RBC and the level requiring the most regulatory involvement is a mandatory control level RBC when total adjusted
capital is less than 70% of authorized control level RBC. At the mandatory control level the state insurance commissioner is
required to restrict the writing of business or place the insurer under regulatory supervision or control.

At December 31, 2000, each of the Insurance Subsidiaries authorized control level RBC substantially exceeded the threshold
requiring the least regulatory attention. At December 31, 2001, SCPIE Indemnity exceeded this threshold by $32.8 million, a
significantly smaller amount than at the end of the prior year.

Regulation of investments

The Insurance Subsidiaries are subject to state laws and regulations that require diversification of their investment porifolios
and limit the amount of investments in certain investment categories such as below investment grade fixed income securities,
real estate and equity investments. Failure to comply with these laws and regulations would cause investments exceeding
regulatory limitations to be treated as nonadmitted assets for purposes of measuring statutory surplus and, in some instances,
would require divestiture of these non-qualifying investments over specified time periods unless otherwise permitted by the
state insurance authority under certain conditions.
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Prior Approval of Rates and Policies

Pursuant to the California Insurance Code, the Company must submit rating plans, rates, policies and endorsements to the
Insurance Commissioner for prior approval. The possibility exists that the Company may be unable fo implement desired rates,
policies, endorsements, forms or manuals if the Insurance Commissioner does not approve these items. In the past, all of the
Company’s rate applications have been approved in the normal course of review. ARl is similarly required te make policy form
and rate filings in most of the other states to permit the Company to write medical malpractice insurance in these states. AHSIC
is required in many states to obtain approval to issue policies as a non-admitted excess and surplus lines insurer, but it is
typically not required to obtain rate approvals.

Medical Malpractice Tort Reform

The California Medical Injury Compensation Reform Act (MICRA), enacted in 1975, has been one of the most comprehensive
medical malpractice tort reform measures in the United States. MICRA currently provides for limitations on damages for pain
and suffering of $250,000, limitations on fees for plaintiffs” attorneys according to a specified formula, periodic payment of
medical malpractice judgments and the introduction of evidence of collateral source benefits payable to the injured plaintiff.
The Company believes that this legislation has brought stability to the medical malpractice insurance marketplace in California
by making it more feasible for insurers to assess the risks involved in underwriting this line of business. Bills have been
introduced in the California Legislature from time to time to maodify or limit certain of the tort reform benefits provided to
physicians and other healthcare providers by MICRA. Neither the proponents nor opponents have been able to enact
significant changes. The Company cannot predict what changes, if any, to MICRA may be enacted during the next few years or
what effect such changes might have on the Company’s medical malpractice insurance operations.

Medical Malpractice Reports

The Company has been required to report detailed information with regard to settlements or judgments against its California
physician insureds in excess of $30,000 to the Medical Board of California, which has responsibility for investigations and
initiztion of praceedings relating to professional medical conduct in California. Since January 1, 1998, all judgments, regardless
of amount, must be reported to the Medical Board, which now publishes on the internet all judgments reported. In addition, all
payments must also be reported to the federal National Practitioner Data Bank and such reports are accessible by state
licensing and disciplinary authorities, hospital and other peer review committees and other providers of medical care. A
California statute also requires that defendant physicians must consent to all medical professional liability settlements in
excess of $30,000, unless the physician waives this requirement. The Company’s policy provides the physician with the right to
consent to any such settlement, regardless of the amount, but that either party may submit the matter of consent to a medical
review board. In virtually all instances, the Company must obtain the cansent of the insured physician prior to any settlement.

AR, BEST RATING

A.M. Best rates insurance companies based on factors of concern to policyholders. A.M. Best currently assigns to each
insurance company a rating that ranges from “A++ (Superior)” to “F (In Liquidation).” A.M. Best reviews a company's
profitability, leverage and liguidity, as well as its book of business, the adequacy and soundness of its reinsurance, the quality
and estimated market value of its assets, the adequacy of its loss reserves, the adequacy of its surplus, its capital structure, the
experience and competence of its management and its market presence. A.M. Best's ratings reflect its opinion of an insurance
company'’s financial strength, operating performance and ability to meet its obligations to policyholders and are not evaluations
directed to purchasers of an insurance company’s securities.

For a number of years, the Company received an A.M. Best rating of A (Excellent), the third highest of thirteen rating
classifications. On February 21, 2002, A.M. Best reduced the Company's classification two levels to B++ {Very Good). This
classification is fifth of six classifications that A.M. Best rates as “Secure.” A.M. Best assigns this rating to companies that in
its view have, on balance, very good balance sheet strength, operating performance and business profile and which have a
good ability to meet their ongoing obligations to policyholders.

An A.M. Best rating of at least an A- classification is important to some consumers in the property/casualty insurance industry,
particularly in the assumed reinsurance segment. Certain of the assumed reinsurance arrangements to which the Company is a
paity have clauses that give the ceding company or syndicate manager the right to terminate the Company’s participation if the
rating falls below A-. At the present time, no party has requested that the Company withdraw from a contract. Such requests
could occur, particularly at the time scheduled for renewal.
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The Insurance Subsidiaries have entered into a pooling arrangement and each of the Insurance Subsidiaries has been
assigned the same “pooled” “B++ (Very Good)” A.M. Best rating based on their consolidated performance.

ERIPLOYEES

As of December 31, 2001, the Company employed 231 persons. None of the employees is covered by a collective bargaining
agreement. The Company believes that its employee relations are good.

EXECUTIVE OFFICERS

The Executive Officers of the Company and their ages as of March 18, 2002, are as follows:

MAME AGE POSITION

Donald J. Zuk 85 President, Chief Executive Gfficer
and Director

Ronald L. Goldberg 50 Senior Vice President, Underwriting

Patrick S. Grant 59 Senior Vice President, Marketing

Jaseph P. Henkes 52 Secretary and Senior Vice
President, Operations and Actuarial
Services

Patrick T. Lo 49 Senior Vice President and Chief
Financial Officer

Donald P. Newell 64 Senior Vice President and General
Counsel

Timothy C. Rivers 53 Senior Vice President, Assumed

Reinsurance

Donald J. Zuk became Chief Executive Officer of the Company's predecessor in 1989. Prior to joining the Company, he served 22
years with Johnson & Higgins, insurance brokers. His last position there was Senior Vice President in charge of its Los Angeles
Health Care operations, which included the operations of the Company's predecessor. Mr. Zuk is a director of BCSI Holdings
Inc. and Homeowners Holding Company, both privately held insurance companies.

Ronald L. Goldberg joined the Company in May 2001. From June 2000 to April 2001, Mr. Goldberg was a Senior Consultant fo
ChannelPoint, Inc., a privately held firm providing technology services to the insurance industry. Prior to that time, Mr. Goldberg
served as Senior Vice President of the PHICO Group, a privately held professional liability insurer, from June 1998 to May 2000,
and as President of its Independence Indemnity Insurance Company subsidiary. From April 1993 to May 1998, he was Vice
President of USF&G Insurance Co., a large diversified insurance company that is now part of The St. Paul Companies, Inc.

Patrick S. Grant has been with the Company since 1990 serving initially as Vice President, Marketing. He was named Senior
Vice President, Marketing in 1992. Prior to that time, he spent almost 20 years with the insurance brokerage firm of Johnson &
Higgins. His last position there was Vice President, Professional Liability. Mr. Grant has worked on the Company operations
since 1976.

Joseph P. Henkes has been with the Company since 1990 serving initially as Vice President, Operations and Actuarial Services.
He was named Senior Vice President, Operations and Actuarial Services in 1992. Prior to that time he spent three years with
Johnson & Higgins, where his services were devoted primarily to the Company. He has been an Associate of the Casuaity
Actuarial Society since 1975 and a member of the American Academy of Actuaries since 1980.

Patrick T. Lo has been Senior Vice President since 1999 and Chief Financial Gfficer of the Company since 1993. From 1990 to
1993 he served as Vice President and Contraller of the Company. Prior to that time, he spent nine years as Assistant Controller,
Assistant Vice President and Vice President at The Doctors Company, a California-based medical malpractice insurance
company.

Donald P. Newell joined the Company in January 2001. Prior to that time he was a partner at the law firm of Latham & Watkins in
San Diego, California. Mr. Newell has worked on matters for the Company since 1975.
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Timothy C. Rivers has been with the Company since August 1999. Prior to that time, he spent 17 years with Guy Carpenter &
Company, a reinsurance brokerage subsidiary of Marsh WicLennan, and a predecessor business, Willcox & Company. Mr.
Rivers has worked on the Company operations since 1985,

RISK FACTORS

Certain statements in this Form 10-K that are not historical fact constitute “forward-looking statements” within the meaning of
the Private Securities Litigation Reform Act of 1995. Such forward-looking statements involve known and unknown risks,
uncertainties and other factors which may cause the actual results of the Company to be materially different from historical
results or from any results expressed or implied by such forward-looking statements. Such risks, uncertainties and other
factors include, but are not limited to, the following:

Concentration of Business

Substantially all of the Company's direct premiums writien are generated from healthcare liability insurance policies issued to
physicians and medical groups, healthcare facilities and other providers in the healthcare industry. As a result, negative
developments in the economic, competitive or regulatory conditions affecting the healthcare liability insurance industry,
particularly as such developments might affect medical malpractice insurance for physicians, and medical groups, could have
a material adverse effect on the Company's results of aperations.

Most of the Company's direct premiums written are generated in California. The revenues and profitability of the Company are
therefore subject to prevailing regulatory, economic and other conditions in California, particularly Southern California.

Disappointing Results in Expansicn Efforts

In 1896, the Company began a concerted effort to successfully expand its healthcare liability insurance business beyond its
traditional focus of physicians and medical groups in California. The Company expanded initially into the market for hospitals.
From 1997 to 1999, the Company added more than 75 hospitals to its program. At the same time, the Company expanded its
physician and medical group program into a number of other states, principally through its arrangement with Brown & Brown
and through nonstandard physician programs.

The results of this expansion effort have been disappointing. During 2000, the Company encountered severe adverse loss
experience under its hospital policies, and has almost entirely withdrawn from this market. In 2001, the Company incurred
similar unacceptable losses in its principal physician and medical group pragrams outside California. The Company has agreed
with Brown & Brown to terminate their relationship no later than March 6, 2003, and has ceased accepting new nonstandard
insureds outside California.

Brown & Brown is attempting to identify another insurance company to replace the Company prior to the March 2003
termination date. In the interim, the Company is continuing to renew existing policies and issue new policies under very
stringent underwriting standards and at significantly higher premiums. The Company is taking similar measures in its non-
California nonstandard physician market. If these measures are not successful, the Company could continue to incur material
losses under both the Brown & Brown program and the nonstandard program.

The Company has one other non-California program for physicians and medical groups and may add programs on a selective
basis. The Company cannot predict whether this remaining program will be successful or whether the Company will have the
opportunity to add such programs, and, if so, whether any additional program will be successful.

Industry Factors

Many factors influence the financial results of the healthcare liability insurance industry, several of which are beyond the
control of the Company. These factors include, among other things: changes in severity and frequency of claims; changes in
applicable law and regulatory reform; changes in judicial attitudes toward liability claims; and changes in inflation, interest
rates and general economic conditions.

The availability of healthcare liability insurance, or the industry’s underwriting capacity, is determined principally by the
industry’s level of capitalization, historical undenariting results, returns on investment and perceived premium rate adequacy.
Historically, the financial performance of the healthcare liability industry has tended to fluctuate between a soft insurance
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market and a hard insurance market. In a soft insurance market, competitive conditions could result in premium rates and
underwriting terms and conditions that may be below profitable levels. For a number of years, the healthcare liability insurance
industry in California and nationally has faced a soft insurance market. There can be no assurance as to whether or when
industry conditions will improve or the extent to which any improvement in industry conditions may improve the Company’s
financial condition and results of operations.

Competition

The Company competes with numerous insurance companies in the California market. The Company's principal competitors for
physicians and medical groups in California consist ¢f three physician-owned mutual or reciprocal insurance companies,
several commercial companies and a physicians’ mutual protection trust, which levies assessments primarily on a “claims
paid” basis. In addition, commercial insurance companies compete for the medical malpractice insurance business of larger
medical groups and other healthcare providers. Several of these competitors have greater financial resources than the
Company. Between 1993 and 2001, the Company instituted overall rate increases in order to improve its underwriting results.
These rate increases were higher than those implemented by most of its competitors. As a result, the Company has lost some of
its policyholders, in part due to its rate increases. In 2002, the Company instituted an average 8.4% rate increase for California
physicians and medical groups. The effect of these rate increases on the Company’s ability to retain and expand its healthcare
liability insurance business in California is uncertain.

In addition to pricing, competitive factors may include policyholder dividends, financial stability, breadth and flexibility of
coverage and the guality and level of services provided.

The Company has considered its A.M. Best rating to be extremely important to its ability to compete in its markets, particularly
in its assumed reinsurance segment. On February 21, 2002, A.M. Best reduced the Company’s ratmg two classifications from A
{Excellent) to B++ (Very Good). See Importance of A.M. Best Rating.

Loss and LAE Reserves

The reserves for losses and loss adjustment expenses established by the Company are estimates of amounts needed to pay
reported and unrepoited claims and related LAE. The estimates are based on assumptions related to the ultimate cost of
settling such claims based on facts and interpretation of circumstances then known, predictions of future events, estimates of
future trends in claims frequency and severity and judicial theories of liability, legislative activity and other factors. However,
establishment of appropriate reserves is an inherently uncertain process involving estimates of future losses, and there can be
no assurance that currently established reserves will prove adequate in light of subsequent actual experience. The inherent
uncertainty is greater for certain types of insurance, such as medical malpractice, where a longer period may elapse before a
definite determination of ultimate liability is made, and where the judicial, political and regulatory climates are changing.
Healthcare liability claims and expenses may be paid over a period of 10 or more years, which is longer than most property and
casualty claims. Trends in losses on long-tail lines of business such as healthcare liability may be siow to appear, and
accordingly, the Company’s reaction in terms of madifying underwriting practices and changing premium rates may lag
underlying loss trends. While the Company believes that its reserves for losses and LAE are adequate, there can be no
assurance that the Company's ultimate losses and LAE will not deviate, perhaps substantially, from the estimates reflected in
the Company’s financial statements. if the Company’s reserves should prove inadequate, the Company will be required to
increase reserves, which could have a material adverse effect on the Company's financial condition or results of operations.

The Company consistently experienced favorable development (i.e., redundancies) in reserves established for prior years until
2001. Redundant reserves, which have been recognized or released in every year since 1985, have contributed significantly to
reported earnings. The Company reduced reserves for prior years by $42.1 million and $51.2 million in the years ended
December 31, 2000 and 1999, respectively. During 2001, the Company experienced adverse loss development in its prior years’
reserves for physicians and medical groups outside California, and significant ongoing losses in these programs. The Company
also experienced less favorable loss development in its other insurance lines than in prior years. In 2001 the Company
recagnized unfavarable development in prior years' reserves of $13.8 million.

Necessary Capital and Surplus

The Insurance Subsidiaries have historically operated with ratios of net written premiums to statutory capital and surplus
(policyholder surplus) of less than 1 to 1, which the Company considers to be an appropriate measure of safety for the
combination of insurance segments in which it writes. At the end of 2000, this ratio was .84 to 1. As a resuit of the increase in
net premiums written, particularly in the assumed reinsurance segment, and the substantial net loss the Company incurred
during 2001, the ratio increased unfavorably to 1.54 to 1 at December 31, 2001. The Company does not expect a material
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increase in net premiums written during 2002, as the projected increase in the assumed reinsurance segment is expected to be
largely offset by a decrease in the direct healthcare liability insurance segment. Based on the Company's expected premium
writings in 2002, the ratio of net written premiums to statutory capital and surplus is not expected to decrease unless the
Company generates significant statutory income or is able to obtain additional capital for the Insurance Subsidiaries. There is
no assurance that either will occur. The Company’s ability to increase its premium writings may be limited if it is unable to
generate significant profitability or obtain significant additional capital for the Insurance Subsidiaries. In addition, if the losses
and loss reserve increases the Company has experienced in recent years continue and the Company is unable to obtain capital
sufficient to offset them, the Company’s ability to write policies at its current expected levels will be limited. Moreover, if these
and similar leverage ratios do not improve, the Insurance Subsidiaries’ ratings from A.M. Best may not improve and if they
worsen, the insurance Subsidiaries’ ratings may be further reduced. Any of the events discussed above could have a material
adverse effect on the Company's financial condition and results of operations.

Changes in Healthcare

Significant attention has recently been focused on reforming the healthcare system at both the federa!l and state levels. A broad
range of healthcare reform and patients’ rights measures have been suggested, and public discussion of such measures will
likely continue in the future. Proposals have included, among others, spending limits, price controls, limits on increases in
insurance premiums, limits on the liability of doctors and hospitals for tort claims, increased tort liabilities for managed care
organizations and changes in the healthcare insurance system. The Company cannot predict which, if any, referm proposals
will be adopted, when they may be adopted or what impact they may have on the Company. While some of these proposals
could be beneficial to the Company, the adoption of others could have a material adverse effect on the Company’s financial
condition or results of operations.

In addition to regulatory and legisiative efforts, there have been significant market driven changes in the healthcare
environment. In recent years, a number of factors related to the emergence of “managed care” have negatively impacted or
threatened to impact the medical practice and economic independence of physicians. Physicians have found it more difficult to
conduct 2 traditional fee for service practice and many have been driven to join or contractually affiliate with managed care
organizations, healthcare delivery systems or practice management organizations. This consolidation could result in the
elimination or significant decrease in the role of the physician and the medical group from the medical professional liability
purchasing decision. In addition, the consolidation could reduce primary medical malpractice insurance premiums paid by
healthcare systems, as larger healthcare systems generally retain more risk by accepting higher deductibles and self-insured
retentions or form their own captive insurance companies.

importance of A, Best Rating

A.M. Best ratings are an increasingly important factor in establishing the competitive position of insurance companies. An A.M.
Best rating refiects its opinion of an insurance company's financial strength, operating performance and ability to meet its
obligations to policyholders. Since 1995, the Company has held an A {Excellent) rating from A.M. Best. This is the same rating
held by the Company’s principal competitors in the healthcare liability insurance market in California.

On February 21, 2002, A.M. Best reduced the Company’s rating to B++ {Very Good). This puts the Company at a competitive
disadvantage with its principal California competitors. The Company relies heavily on its longstanding policyholder relations and
reputation in California, and competes principally on this basis in the California market. In the Assumed Reinsurance market, a
rating of A- or higher is considered important and in some cases necessary to participate in reinsurance syndicates of the type
in which the Company is a participant. The Company has not been requested to withdraw from any reinsurance syndicate, but
this could occur, particularly at such time as the contractual arrangements are scheduled for renewal.

Ceded Reinsurance

The amount and cost of reinsurance available to companies specializing in medical professional liability insurance are subject,
in large part, to prevailing market conditions beyond the control of the Company. The Company's ability to provide professional
liability insurance at competitive premium rates and coverage limits on a continuing basis will depend in part upon its ability to
secure adequate reinsurance in amounts and at rates that are commercially reasonable. Although the Company anticipates
that it will continue to be able to obtain such reinsurance on reasonable terms, there can be no assurance that this will be the
case. [n the past three years, the Company experienced a number of large paid losses under its healthcare liability insurance
policies that were in excess of the limits of insurance retained by the Company and thus were borne by the reinsurers. In
addition, the September 11 terrorist attack has reduced capacity and increased rates in the reinsurance market generally.
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The Company is subject to a credit risk with respect to its reinsurers because reinsurance does not relieve the Company of
liability to its insureds for the risks ceded to reinsurers. Aithough the Company places its reinsurance with reinsurers it believes
to be financially stable, a significant reinsurer’s inability to make payment under the terms of a reinsurance treaty could have a
material adverse effect on the Company. See Business—Ceded Reinsurance.

Recent Emtry Into Assumed Reinsurance Market

The Company has rapidly expanded its assumed reinsurance operations since the division was formed in late 1999. Treaties
include professional, commercial and personal liability coverages, commercial and residential property risks, accident and
health coverages and marine coverages on a worldwide basis. During 2001, assumed reinsurance premiums earned were
approximately $79.5 million, and the Company expects this premium volume to increase approximately 76% for 2002, based on
treaties in existence. Except for September 11 losses, loss experience for the division is based almost entirely on actuarial
estimates, as actual losses are still in the early stages of development. Actual experience could materially exceed or be less
than these estimates. If the losses are excessive, there could be a significant adverse effect on the Company's results of
operations and financial condition at the premium volumes in 2001 and expected in 2002.

The strategic objective of the reinsurance division is to create a well-balanced porifolio of carefully underwritten assumed
reinsurance lines of insurance to add diversity to the direct business of the Company. The Company has relied heavily on prior
relationships with lead reinsurers and reinsurance intermediaries to gain access to attractive opportunities. In most instances,
the Company is a treaty participant at a level in which the reinsured also has a significant share of the losses. In other
instances, the Company has also invested in the company managing the reinsurance arrangement. Two officers experienced in
this area, who joined the Company in 1999 to start the division, have developed these relationships. If these officers left the
employ of the Company for any reason, the Company would have difficulty maintaining the relationships or the business of the
division. There is no assurance that the Company will be successful in attracting appropriate reinsurance opportunities or that
this business will be profitable.

Highlands Insurance Group Contingent Liability

Between January 1, 2000 and April 30, 2001, the Company issued endorsements to certain policyholders of the insurance
company subsidiaries of Highlands Insurance Group, Inc. {HIG). Under these endorsemants, the Company agreed to assume the
policy obligations of the HIG insurance company subsidiaries, if the subsidiaries became unable to pay their obligations by
reason of having been declared insolvent by a court of competent jurisdiction. The coverages included property, workers’'
compensation, commercial automobile, general liability and umbrella. The gross premiums written by the HIG subsidiaries were
approximately $88.0 million for the subject policies. In November 2001, HIG disclosed that its A.M. Best rating had been reduced
to C- and that its financial plan might trigger some level of regulatory involvement. In December, HIG announced that it would
cease issuing any new or renewal palicies as soon as practical. HIG has advised the Company that at December 31, 2001, the
HIG insurance company subsidiaries had paid losses and LAE under the subject palicies of $30.7 millian and had established
case loss reserves of $27.9 million, net of reinsurance. Incurred but not reported losses are expected to emerge; however, the
amount cannot be reasonably determined at this time. If the HIG insurance company subsidiaries are declared insolvent at
some future date by a court of competent jurisdiction and unable to pay losses under the subject policies, the Company would
be responsible to pay the amount of the losses incurred and unpaid at such date, and the Company would be entitled to
indemnification of a portion of this loss from certain of the reinsurers of the HIG insurance company subsidiaries. The Company
would also be subrogated to the rights of the policyholders as creditors of the HIG insurance company subsidiaries. The Annual
Statements filed by the HIG insurance company subsidiaries with the applicable state regulatory authorities in March 2002
show combined policyholder surplus of approximately $36.3 million at December 31, 2001, which includes $152.8 million of
reserve discounting. In its Quarteriy Report on Form 10-Q filed with the Securities and Exchange Commission on November 18,
2001, HIG stated that the company's failure to meet certain capital requirements and targets would expose the HIG insurance
company subsidiaries to regulatory sanctions that may include placing the insurance company subsidiaries under regulatory
restrictions, supervision or contral. The ultimate impact on the HIG insurance company subsidiaries of regulatory action, if any,
is not currently determinablie, but couid be significant.

Holding Company Structure; Limitation on Dividends

SCPIE Holdings is an insurance holding company whose assets consist of all of the outstanding capital stock of the Insurance
Subsidiaries. As an insurance holding company, SCPIE Holdings’ ability to meet its obligations and to pay dividends, if any, may
depend upon the receipt of sufficient funds from its subsidiaries. The payment of dividends to SCPIE Holdings by the Insurance
Subsidiaries is subject to general limitations impased by applicable insurance laws. See Business—Regulation—Regulation of
Dividends from Insurance Subsidiaries and Note 6 to Consolidated Financial Statements.
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Anti-Takesver Provisions

SCPIE Holdings’ amended and restated certificate of incorporation {the Restated Certificate) and amended and restated bylaws
(the Bylaws) include provisions that may be deemed to have anti-takeover effects and may delay, defer or prevent a takeover
attempt that stockholders may consider to be in their best interests. These provisions include: a Board of Directors consisting of
three classes; authorization to issue up to 5,000,000 shares of preferred stack, par value $1.00 per share (the Preferred Stack}, in
one or more series with such rights, obligations, powers and preferences as the Board of Directors of SCPIE Holdings {the
SCPIE Holdings Board) may provide; a limitation which permits only the SCPIE Holdings Board, or the Chairman or the President
of SCPIE Holdings to call a special meeting of stockholders; a prohibition against stockholders acting by written consent;
provisions that provide that directors may be removed only for cause and only by the affirmative vote of holders of two-thirds
(66%3%) of the outstanding shares of voting securities; provisions which provide that the SCPIE Holdings Board may increase
the size of the Board and may fill vacancies and newly created directorships; and certain advance notice procedures for
nominating candidates for election to the SCPIE Holdings Board and for proposing business before a meeting of stockhalders.
In addition, state insurance holding company laws applicable to the Company in general provide that no person may acquire
control of SCPIE Holdings without the prior approval of appropriate insurance regulatory authorities. See Business—
Regulation—Holding Company Regulation.

In May 1997, the Board of Directors of the Company adopted a stockholder rights plan (the Rights Plan) to deter any atitempted
takeover of the Company on terms not approved by the Board of Directors. Pursuant to the Rights Agreement, dated May 13,
1997, with ChaseMellon Shareholder Services, LLC (the Rights Agreement), the Company declared a dividend of one preferred
share purchase right {a Right) for each share of Company common stock, $.0001 par value (the Common Shares), of the
Company outstanding at the close of business on June 3, 1997 (the Record Date). One Right attaches to each share of comman
stock, and, when exercisable, each Right will entitle the registered holder to purchase from the Company one one-hundredth of
a share of Series A Junior Participating Preferred Stock, $1.00 par value per share (the Preferred Shares), at a price of $80.00
per one one-hundredth of a Preferred Share, subject to adjustment {the Purchase Price). Because of the nature of the Preferred
Share’s dividend, liquidation and voting rights, the value of one one-hundredth of a Preferred Share purchasable upon exercise
of each Right should approximate the value of ane Common Share.

The Rights Plan operates by diluting the ownership of any person who acquires a number of Common Shares above the 20%
threshold defined in the Rights Agreement (an Acquiring Person) or any person or group who commences or announces an
intention to commence a tender or exchange offer that would result in beneficial ownership of 20% or more of the Comman
Shares. In the event that a person becomes an Acquiring Person or if the Company were the surviving corporation in a merger
with an Acquiring Person or any affiliate or associate of an Acquiring Person and the Common Shares were not changed or
exchanged, each holder of a Right, other than Rights that are or were acquired or beneficially owned by the 20% stockholder
{which Rights will thereafter be void), thereafter have the right to receive upon exercise that number of Common Shares having
a market value of two times the then current Purchase Price of the Right. In the event that, after a person has become an
Acquiring Person, the Company were acquired in a merger or other business combination transaction or more than 50% of its
assets or earning power were sold, proper provision shall be made so that each holder of a Right shall thereafter have the right
to receive, upon the exercise thereof at the then current Purchase Price of the Right, that number of shares of common stock of
the acquiring company that at the time of such transaction would have a market value of two times the then current Purchase
Price of the Right.

The Rights will expire on May 12, 2007, subject to the Company's right to extend such date, unless earlier redeemed or
exchanged by the Company or terminated. The Rights may be redeemed in whole, but not in part, at a price of $.01 per Right by
the Board of Directors at any time prior to the time a person becomes an Acquiring Person. The Rights may also be exchanged
at any time after a person becomes an Acquiring Person and prior to the acquisition of 50% or maore of the then-outstanding
Common Shares (except for the Rights of the Acquiring Person} for that number of Common Shares having an aggregate value
equal to the Spread (the excess of the value of the Common Shares issuable upon exercise of a Right after a Person becomes
an Acquiring Person aver the Purchase Price) per Right (subject to adjustment).

Any of the provisions of the Rights Agreement may be amended by the Board of Directors of the Company prior to the
Distribution Date as defined in the Rights Agreement. After the Distribution Date, the Company and Rights Agent may amend ar
supplement the Rights Agreement without the approval of any holders of Right Certificates under certain circumstances
provided that the interests of the holders of Right Certificates (other than an Acquiring Person or an affiliate or associate of an
Acquiring Person) are not adversely affected thereby.
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As the result of a Delaware court case, the Board of Directors adopted an amendment to the Rights Agreement which
eliminated certain “Continuing Director” provisions from the Rights Agreement to bring the Rights Agreement squarely within
the type of plan previously held to be valid by the Delaware Supreme Court. The Company does not believe this amendment
dilutes the effectiveness of the Company’s Rights Plan or reduces the ability of the Company’s directors, in response to any
likely set of circumstances, to redeem the Rights if required to properly exercise their fiduciary duties.

Regulatory and Related Matters

Insurance companies are subject to supervision and regulation by the state insurance authority in each state in which they
transact business. Such supervision and regulation relate to numerous aspects of an insurance company’s business and
financial condition, including limitations on lines of business, underwriting limitations, the setting of premium rates, the
establishment of standards of solvency, statutory surplus requirements, the licensing of insurers and agents, concentration of
investments, levels of reserves, the payment of dividends, transactions with affiliates, changes of control and the approval of
palicy forms. Such regulation is concerned primarily with the protection of palicvhalders’ interests rather than stockholders’
interests. See Business—Regulation.

The Risk-Based Capital (RBC) rules provide for different levels of regulatory attention depending on the amount of a company's
total adjusted capital compared to its various RBC levels. At December 31, 2000, each of the insurance Subsidiaries” RBC
substantially exceeded the threshold requiring the least regulatory attention. At December 31, 2001, SCPIE Indemnity exceeded
this threshold by $32.8 million, which is a significantly smaller amount than at the end of 2000.

State regulatory oversight and various proposals at the federal level may in the future adversely affect the Company’s results of
operations. In recent years, the state insurance regulatory framework has come under increased federal scrutiny, and certain
state legislatures have considered or enacted laws that alter and, in many cases, increase state authority to regulate insurance
companies and insurance holding company systems. Further, the NAIC and state insurance regulators are reexamining existing
laws and regulations, which in many states has resulted in the adoption of certain laws that specifically focus on insurance
company investments, issues relating to the solvency of insurance companies, RBC guidelines, interpretations of existing laws,
the development of new laws and the definition of extraordinary dividends. See Business—Regulation.

ITEM 2. PROPERTIES

In July 1998, the Company entered into a lease covering approximately 95,000 square feet of office space for its Company
headquarters. The lease is for a term of 10 years ending in 2009 and the Company has options to renew the lease for an
additional 10 years. The Company moved its headquarters and principal operations to these offices in March 1999.

The Company also leases office space for its Assumed Reinsurance division in Summit, New Jersey and claims offices in
Reston, Virginia; San Diego, California; Sacramento, California and Tampa, Florida. During 2001, the Company closed marketing
offices in Phoenix, Arizana; Addison, Texas and Boca Raton, Florida.

The Company is the owner of two office buildings that were previously occupied by the Company’s headquarters, both located
in Beverly Hills, California. One building contains approximately 25,000 square feet of office space and the other office building
contains approximately 24,000 square feet. Both office buildings are currently unencumbered and are fully leased to unaffiliated
parties.

ITEM 3. LEGAL PROCEEDINGS

The Company is named as defendant in various legal actions primarily arising from claims made under insurance policies and
contracts. These actions are considered by the Company in estimating the loss and loss adjustment expense reserves. The
Company’s management believes that the resolution of these actions will not have a material adverse effect on the Company’s
financial position or results of operations.

ITERM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth gquarter of 2001.

27




PARY Il

ITERG 5. RMARKET FOR REGISTRANT'S COMMORN EQUITY AND RELATED STOCKHOLDER MATTERS

Price Range of Common Stock

The Company’s Common Stock is publicly traded on the New York Stock Exchange under the symbol “SKP.” The following table
shows the price ranges per share in each quarter, during the last two years:

2030 HIGH _LOW
First quarter $36.66 $27.50
Second quarter $30.94 $19.19
Third quarter $2163 $19.75
Fourth quarter $23.63 $18.63
2001

First quarter $29.57 $20.20
Second quarter $21.00 $17.90
Third quarter $2150 $15.26
Fourth quarter $29.25 $15.49
2002

First quarter (January 1 - March 18) $29.43 $18.30

On March 18, 2002, the closing price of the Company’s common stock was $18.53.

Stockholders of Record

The approximate number of stockholders of record of the Company’s Common Stock as of Miarch 18, 2002, was 5,675.

Dividends

SCPIE Holdings paid cash dividends on its common stock of $0.40 per share in 2000 and 2001. On March 5, 2002, the Board of
Directors declared a $0.10 quarterly dividend payable on March 29, 2002, to stockholders of record on March 18, 2002. The
continued payment and amount of cash dividends will depend upon, among other factors, the Company’s operating results,
overall financial condition, capital requirements and general business conditions.

As a holding company, SCPIE Holdings is largely dependent upon dividends from its subsidiaries to pay dividends to its
stockholders. These subsidiaries are subject to state laws that restrict their ability to distribute dividends. State law permits
payment of dividends and advances within any 12 month period without any prior regulatory approval in an amount up to the
greater of 10% of statutory earned surplus at the preceding December 31 or statutory net income for the calendar year
preceding the date the dividend is paid. Under these restrictions, the principal insurance subsidiary of the Company is entitled
to pay dividends to SCPIE Holdings during 2002 up to approximately $12.4 million. See Note § of the Notes to Consolidated
Financial Statements and Business—Regulation—Regulation of Dividends from Insurance Subsidiaries.
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ITEM 6. SELECTED CONSOLDATED FINANCIAL DATA

AS OF OR FOR THE YEAR ENDED DECEMIBER 31, 2001 2000 1939 1998 1997
) (In thousands, except per share data)

INCOME STATEMENT DATA:
Net premiums written(1) $280,807 $208,203 $153,896 $156,323 $130,642
Premiums earned $235,935 $176502 $153,192 $157,976 $133,866
Net investment income 35,895 34,152 37,697 40,367 42,716
Realized investment gains and other revenue 7,908 1,602 423 11,618 7,153
Total revenues 279,739 212,256 191,312 209,861 183,735
Losses and loss adjustment expenses 304,473 152,602 122780 132,208 123,377
Other operating expenses 54,732 36,483 29,310 28,211 17,987
Interest expenses 1,416 780 25 — —
Total expenses 370,621 189,865 152,115 160,413 141,364
Income (loss) before federal income taxes {90,882) 22,391 39,197 49,542 42,371
Federal income taxes (benefit) {32,906) 5,120 9,295 12,566 10,195
Net income {loss) $(57,976) $ 17,271 $ 29902 $ 36976 $ 32,176
BALANCE SHEET DATA:
Total investments $713,925 $675,120 $655,391 $793,616 $785,664
Total assets 977,646 854645 834,036 921,469 888,443
Total liabilities 718,258 538,104 518,492 534951 527,334
Total stockholders’ equity 259,388 316541 294,700 386,518 361,115
ADDITIONAL DATA:
Basic earnings (loss) per share of common stock(2) $ (622) $ 18 ¢ 283 $ 306 $ 2866
Diluted earnings (loss) per share of common stock(2) {6.22) 1.84 2.62 3.06 -
Dividends per share of common stock 0.40 0.40 0.32 0.24 0.20
Book value per share 27.64 33.92 30.98 3254 29.41
GAAP ratios:

Loss ratio 129.05% 86.5% 80.2% 83.7% 92.2%

Expense ratio 28.04 211 19.1 17.9 134

Combined ratio 157.09 107.6 99.3 101.6 105.6
Statutory capital and surplus $181,916 $249,261 $265459 $343330 $321,289

{1} Net premiums written for 2001 and 2000 reflect the Company’s recognition of written premiums on the effective date of the

* policy rather than on the date premiums were billed. This change had no impact on the income statement. If 1993
premiums had been recognized under this method, net premiums written would have approximated $174.5 million.

{2) Basic earnings {loss) per share of common stock at December 31, 2001, 2000, 1999 and 1998 are computed using the
weighted average number of common shares outstanding during the year of 9,333,425, 8,375,735, 11,383,592 and 12,074,272,
respectively. Earnings per share for 1997 gives effect to the merger of the Exchange into a subsidiary of SCPIE Holdings
completed on January 29, 1997, including the allocation of approximately 10,000,000 shares of common stock to members
of the Exchange in connection therewith. Diluted earnings per share of common stock at December 31, 2001, 2000, 1999
and 1998 are computed using the weighted average number of common shares outstanding during the year of 9,333,425,
9,382,494, 11,403,081 and 12,089,013, respectively. For further discussion of basic earnings per share and diluted earnings
per share, see the Notes to Consalidated Financial Statements.
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ITERD 7. E\'ﬁAN@EMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
CPERATIONS

The following discussion should be read in conjunction with the consolidated financial statements and the related notes thereto
appearing elsewhere in this Form 10-K. The consolidated financial statements include the accounts and operations of SCPIE
Holdings Inc. (SCPIE Holdings or the Company) and its wholly owned subsidiaries.

Certain statements in the following discussion that are not historical fact constitute “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1985. Forward-looking statements regarding the Company, its
business prospects and results of operations are subject to certain risks and uncertainties posed by many factors and events
that could cause the Company’s actual business, prospects and results of operations to differ materially from those that may be
expressed or implied by such forward-looking statements. Such risks, uncertainties and other factors are discussed in
Business—Risk Factors and in periodic filings with the Securities and Exchange Commission.

OVERVIEW

The Company conducts its insurance business in two business segments: direct healthcare liability insurance and assumed
reinsurance operations. Direct healthcare liability insurance represents professional liability insurance for physicians, oral and
maxillofacial surgeons and dentists, healthcare facilities and other healthcare providers. The direct healthcare liability includes
premiums assumed under fronting arrangements related to the Brown & Brown dental program. Assumed reinsurance
represents the book of assumed worldwide reinsurance of professional, commercial and personal liability coverages,
commercial and residential property risks, accident and health and workers’ compensation coverages and marine coverages.

Direct Healthcare Liability Insurance

The Company has been a leading writer of medical malpractice insurance for physicians and healthcare providers in California
for many years.

In 1996, the Company began expansion into other professional liability products and into other geographical markets. The
principal product expansion was into professional liability insurance for hospitals. From 1997 through 1999, the Company added
more than 75 hospitals to its program. These policies were written through national and regional brokers and covered facilities
in four states outside California. At approximately the same time, the Company undertook a major geographic expansion in the
physician and small medical group market through an arrangement with Brown & Brown, a leading publicly held insurance
broker. This arrangement commenced in 1998, eventually encompassed nine states and in 2000 was expanded to include
dentists in two states. During the same period, the Company also expanded into underwriting greater risk nonstandard
physicians in a number of states outside California.

The Company encountered intense price competition in its hospital expansion efforts. During 2000, the Company incurred
unacceptable losses under its hospital policies. The Company experienced adverse loss development in its prior years loss
reserves for hospitals and significant ongoing losses in this program, which is reflected in the results for the year ended
December 31, 2000. The Company substantially reduced its hospital exposures during 2000 through policy nonrenewals and rate
increases. At the beginning of 2001, it insured only 15 hospitals, and this was reduced to 10 hospitals at year-end. The Company
did not incur materia! losses during 2001 under its hospital policies.

In 2001, the Company derived approximately 30% of its direct healthcare liability insurance direct premiums earned from
physician and medical groups outside the state of California, principally under the Brown & Brown and nonstandard physician
programs. During the second quarter of 2001, the Company recognized that its lass reserves for these programs were severely
deficient and that its current premium levels were inadequate. The Company strengthened its loss reserves by $18.7 million at
mid-year to reflect this adverse development and recorded an additional provision of $7.5 million to cover expected premium
deficiencies. At the end of 2001, significant additional losses emerged under these programs, principally involving adverse
experience in the fourth quarter. The Company increased its loss reserves for the 2001 policy year by an additional $27.3 million,
and established a premium deficiency reserve at year-end of $7.9 million. This non-California business was the principal reason
for an underwriting loss of approximately $109.7 million in the segment for 2001.

The Company and Brown & Brown have agreed to terminate their programs no later than March §, 2003. In the interim, Brown &
Brown is attempting to identify another insurance company or companies to replace the Company. The Company has agreed to
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end the pragrams earlier than the termination date, if replacement programs are established by Brown & Brown. The Company
is following very strict underwriting standards in these programs and for its nonstandard policies. In addition, significant rate
increases during 2001 and 2002 averaging 70% are in place in the states involved. The Company expects a decrease in the
number of policyholders in these programs during 2002, but premium volume may decline by a lesser amount, or even increase,
due to the rate increases.

Assumed Reinsurance

The Company has rapidly expanded its assumed reinsurance operations since it formed the division in late 1999. During 2001,
assumed reinsurance net premiums written were $112.2 million, an increase of $81.7 millian from 2000. Premiums earned in this
segment increased 193% in 2001 to $79.5 million, and the Company expects an approximate 76% increase during 2002.

Loss experience in this segment for 2000 was based almost entirely on actuarial estimates, as actual losses were in their early
stages of development. In 2001, the unprecedented September 11 terrorist attack materially impacted the results in this
segment. At year-end, the Company conducted an examination of its September 11 exposures in conjunction with its outside
actuaries to identify to the fullest extent possible the amount of these losses. The Company identified losses of $28.1 million, net
of reinsurance benefit. This amount includes a reduction in premiums earned of $8.5 million to reflect estimated losses under a
1996 letter of credit program indexed to a portfolio of worldwide catastrophe excess of loss reinsurance business. Excluding the
losses from the terrorist attack, the assumed reinsurance segment would have recorded an underwriting profit of $4.5 million in
2001.

RESULTS OF OPERATIONS

YEAR ENDED DECEMBER 31, 2001, COMPARED TO YEAR ENDED DECEMBER 31, 2000

General Results

Total revenues were $279.7 million in 2001, an increase of 31.8% over total revenues of $212.3 million in 2000. Premiums earned
increased $59.4 million, or 33.7%, in 2001. The increase was principally attributable to assumed reinsurance premiums of $79.5
million earned in 2001 compared to $27.1 million earned in 2000.

Net investment income increased approximately $1.8 million, or 5.3%, to $35.9 million in 2001 from $34.2 million in 2000. This
increase was a result of a 1.1% increase in average invested assets and a shift in investment mix from tax-exempt securities to
higher yielding taxable bonds in 2001. The average rate of return on invested assets was 5.1% and 5.2% in 2001 and 2000,
respectively. During 2001, the Company realized $5.7 million of investment gains as compared to $0.4 million in realized
investment losses in 2000.

Income from affiliates in 2001 was $1.3 million compared to $0.9 million in 2000. These amounts were primarily attributable to a
minority equity interest in a small personal lines insurance company.

Total expenses were $370.6 million in 2001, an increase of 95.2% over total expenses of $189.9 million in 2000. The increased
expenses in 2001 reflect significant underwriting losses of $134.7, principally stemming from losses incurred in the Company’s
non-California direct healthcare liability insurance programs and September 11 terrorist attack losses incurred in the
Company’'s assumed reinsurance programs, as well as increased other operating expenses in both programs. During 2001, the
company accelerated the recognition of certain deferred acquisition costs in both segments.

The Company realized an income tax benefit of $32.9 million in 2001 as a result of the net loss. In 2000, the Company had federal
income tax expense of $5.1 million, at an effective tax rate of 22.9%.

Net loss for 2001 was $58.0 million, or $6.22 hasic and diluted earnings per share, compared to net income in 2000 of $17.3
miltion, or $1.84 basic and diluted earnings per share.

Direct Healthcare Liability lnsurance Segment

Premiums Earmed—Premiums earned in the direct healthcare liability insurance segment increased approximately $7.0
million, or 4.7%, to $156.4 million in 2001 from $149.4 million in 2000.
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Medical malpractice premiums from physicians and medical groups increased to approximately $143.7 million in 2001 from
$131.2 million in 2000. The principal increase was in physicians and small medical groups written through Brown & Brown
outside California, which increased approximately $7.9 million to $30.0 million from $22.1 million in 2000. Dentist and oral surgeon
premiums written through Brown & Brown increased approximately $2.1 million to $7.2 million from $5.1 million in 2000. In
California, premiums earned from physician and medical groups increased slightly to approximately $36.6 million in 2001, from
$95.3 million in 2000. This increase reflected the 10.6% average rate increase instituted in California at the beginning of 2001,
somewhat offset by a decrease in the number of policyholders. The Campany has instituted an average rate increase of 8.4% in
2002 for physicians and medical groups in California.

Net hospital medical malpractice premiums earned decreased to $2.1 million from $10.0 million in 2000. Buring 2001, the
Company substantially reduced the number of hospitals insured, but at significantly increased premium rates. The Company
expects a continued decline in earned premiums from hospitals in 2002 and continued erosion in the number of hospitals
insured as it withdraws from the hospital market.

Premiums earned from other healthcare facilities and providers increased to approximately $7.3 million in 2001 from $6.9
million in 2000. Premiums earned from managed care errors and omissions, directors and officers liability and other
miscellaneous coverages totaled slightly more than $2.9 million in 2001, an increase of approximately $0.7 million over 2000.

Losses and LAE—Losses and LAE in the direct healthcare liability insurance segment increased to $220.3 million, or
140.8% of premiums earned in 2001, from $129.3 million, or 86.5% of premiums earned in 2000. The ratio of losses and LAE to
premiums earned is referred to as the loss ratio. This deterioration in loss experience was almast entirely due to significant
unexpected losses incurred in the physician and medical group programs outside the state of California, including principally
the Brown & Brown and substandard physician programs.

The Company experienced favorable development in loss reserves for many vears, including favorable developmentin loss
and LAE reserves established in 2000 of $42.6 million for prior policy years. During 2001, as a result of the poor experience in
physician and medical groups outside California, the Company had unfavorable development in loss and LAE reserves in this
segment of $12.9 million.

Other Operating Expenses—Other operating expenses for the direct healthcare liability insurance segment in 2001 were
approximately $45.8 million, compared to approximately $32.3 million in 2000. The ratio of other operating expenses to premiums
earned is referred to as the expense ratio, which increased to 29.3% in 2001 for the direct healthcare liability insurance
segment from 21.6% in 2000. The increase was due partially to accelerated recognition of deferred acquisition costs totaling
$4.7 million related to physician business outside of California recorded during 2001. The remaining increase was attributable to
higher commission expenses associated with the greater proportion of broker-produced premiums in 2001 compared to 2000,
costs related to the closure of three sales and marketing offices in 2001 and higher aperating expenses.

The Company’'s combined ratio for the direct healthcare liability segment in 2001 was 170.1% compared to 108.2% in 2000.
The combined ratio is the sum of loss and LAE expenses and other operating expenses to premiums earned. The components
are described in the preceding paragraphs.

Assumed Reinsurance Segment

Premiums Earned—Premiums earned in the assumed reinsurance segment increased to $79.5 million in 2001 from $27.1
million in 2000. Premiums earned during 2001 included approximately $32.3 million under casualty programs, $56.3 million under
property programs, $32.1 million under accident and health and workers’ compensation programs and $8.8 million under its
marine program. Premiums earned in this segment were reduced by an $8.5 million premium charge under a letter of credit
exchange program indexed to the performance of a broad based catastrophe reinsurance portfolio. This portfolio incurred an
underwriting loss as the result of the September 11 terrorist attack. See Note 4 to Consolidated Financial Statements.

The Company has significantly increased its writings of assumed reinsurance. As of December 31, 2001, the Company had
treaties in effect that are estimated to produce more than $141 million in premiums earned in 2002.
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Losses and LAE—Assumed reinsurance losses and LAE [other than under fronting arrangements] were $84.2 million in
2001, or 106% of assumed premiums earned, compared to $23.3 million, or 86.0% of premiums earned, in 2000. Losses estimated
from the September 11 terrorist attack amounted to $19.8 million (not including the $8.5 million premium charge discussed
above), net of reinsurance.

QOther Operating Expenses—Other operating expenses for the assumed reinsurance segment increased $14.7 million to
$18.9 million in 2001 from $4.2 million in 2000. The expense ratios for 2001 and 2000 were 23.8% and 15.3%, respectively. The
increase was attributable to an overall increase in commission rates, acceleration of recognition of deferred acquisition costs
and the decrease in 2001 premiums earned as the result of the September 11 loss in the indexed reinsurance portfolio.

The Company's cambined ratio for the assumed reinsurance segment in 2001 was 129.7% compared ta 101.3% in 2000. The

combined ratio is the sum of loss and LAE expenses and other operating expenses to premiums earned. The components are
de‘scribed in the preceding paragraphs.

YEAR ENDED DECEMBER 31, 2000, COMPARED TO YEAR ENDED DECERMBER 31, 1399

As of December 31, 2000 the Company adopted FASB No. 131, Disclosure About Segments of an Enterprise and Related
Information, and classified its operations into the direct healthcare liability insurance segment and the assumed reinsurance
segment. See Note 13 to Consolidated Financial Statements.

General Results

Total revenues were $212.3 million in 2000, an increase of 11.0% over total revenues of $191.3 million in 1999. Premiums earned
increased $23.3 million, or 15.2%, in 2000. The increase was principally attributable to assumed reinsurance premiums of $27.1
miflion earned in 2060 compared to $6.8 million earned in 1999.

Net investment income decreased approximately $3.5 million, or 9.4%, to $34.2 million in 2000 from $37.7 million in 1999. This
change reflects a decrease in average invested assets from $724.5 million in 1999 to $665.3 million in 2000, due principally to the
sale of securities ta fund the Company’s repurchase of approximately 2.0 million shares of its Common Stock from its public
stockholders in November 1998. The average annual return before taxes on the Company’s portfolio of fixed-maturity securities
was 5.4% in both 1999 and 2000.

The Company had small realized investment losses in both years. Income from affiliates in 2000 of $0.9 million was attributable
to a minority equity interest in a small personal lines insurance company.

Total expenses were $189.9 million in 2000, an increase of 24.9% over total expenses of $152.1 million in 1999. The increase in
total expenses was attributable to a decrease in the recognition of prior-year loss reserve development and an increase in loss
costs generally in the direct healthcare liability insurance segment and higher operating expenses. The increased operating
expenses reflect a greater proportion of commissioned premiums and higher employee related expenses in 2000.

Federal income tax expense as a percentage of income before federal income taxes varies primarily due to the proportion of
tax-exempt investment income arising in the respective periods. The effective tax rate was 22.9% in 2000 compared t0 23.7% in
1998, reflecting a small increase in the proportion of tax exempt investment income in 2000.

Net income for 2000 was $ 17.3 million, or $1.84 diluted earnings per share, a decrease of 42.2% from net income of $29.9 million,

or $2.62 diluted earnings per share, in 1939. Operating earnings, which do not include realized gains or losses, were $1.87 per
share in 2000 compared to $2.64 per share in 1999.

Rirect Healthcare Liability Insurance Segment

Premiums Earmed—Premiums earned in the direct healthcare liability insurance segment increased approximately $3.0
million, or 2.0%, to $149.4 million in 2000 from $146.4 million in 1999. Medical malpractice premiums from physicians and medical
groups decreased to approximately $131.2 million in 2000 from $132.8 million in 1999. This decrease in premiums was principally
due to the loss of physician and medical group insureds in the highly rate competitive California market. Physicians and small
medical groups written through Brown & Brown outside California increased approximately $3.7 million to $22.1 million from
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$18.4 million in 1999, and the Company earned an additional $5.1 million in dentist and oral surgeon premiums in 2000 writien
through Brown & Brown.

Hospital medical malpractice premiums remained largely unchanged with approximately $10.0 million in 2000 compared to
$9.2 million in 1999. The Company selectively underwrote its hospital business for 2001 and reduced the number of hospitals
insured, but at significantly increased premium rates.

Premiums earned from other healthcare facilities and providers increased to approximately $6.0 million in 2000 from $2.8
million in 1999. Premiums earned from managed care errors and omissions, directors and officers liability and other
miscellaneous coverages totaled slightly more than $2.0 million in 2000, an increase of approximately $1.0 million over 1999.

Losses and LAE—Losses and LAE in the direct healthcare liability insurance segment increased to $129.3 million, or 86.5%
of premiums earned in 2000, from $116.6 million, or 79.6% of premiums earned in 1993. The increase was due to a reduction in
2000 in the favarable loss reserve development experienced by the Company with respect to prior palicy years, partially offset
by a reduction in the estimated losses incurred in the 2000 policy year as a percentage of premiums earned. The Company
experienced a net favorable development in loss and LAE reserves established for prior policy years in 2000 of $42.6 million
compared to a favorable development of $51.8 million in 1999.

Other Operating Expenses—Other operating expenses for the direct segment in 2000 were approximately $32.3 million,
compared to total operating expenses for the entire business operation in 1939 of $28.3 million, when the Company did not
allocate expenses to the different parts of its operations. The ratio of other operating expenses to premiums earned is referred
to as the expense ratio, which increased to 21.6% in 2000 for the direct medical malpractice insurance segment from 19.1% for
the entire operation in 1999. This increase reflects higher commission expenses associated with the greater proportion of
broker-produced premiums in 2000 compared to 1999 and an increase in employee-related expenses.

Assumed Reinsurance Segment

Premiums Earned—Premiums earned in the assumed reinsurance segment increased to $27.1 million in 2000, the
segment's first full year of operation, fram $6.8 million in 1999. The Assumed Reinsurance Division was formed in August of 1999,
although the Company had written small amounts of assumed reinsurance for a number of years. Premiums earned during 2000
included approximately $8.8 million under casualty programs, $6.3 million under property programs, $3.4 million under accident
and health programs and $2.6 million under its marine program. The Company also earned $6.2 million in other assumed
premiums in 2000 under fronting arrangements related to its dentist and oral surgeon programs marketed by Brown & Brown. In
1999, the Company had assumed premiums earned of $11.1 million relating to fronting insurance arrangements that are no
longer in effect.

Losses and LAE—Assumed reinsurance losses and LAE (other than under fronting arrangements) were $23.3 million in
2000, or 856.0% of assumed premiums earned, compared to $6.2 million, or 91.2% of premiums earned, in 1999.

Other Operating Expenses—Other operating expenses for the assumed reinsurance segment were $4.2 million in 2000, or

an expense ratio of 15.3%. No allocation of operating expenses was made for 1999. Operating expenses consist primarily of
commissions and employee-related expenses.

LQuiDiTy AND CAPITAL RESOURCES

The primary sources of the Company’s liquidity are insurance premiums, net investment income, recoveries from
reinsurers and proceeds from the maturity or sale of invested assets. Funds are used to pay losses, LAE, operating expenses,
reinsurance premiums and taxes.

Because of uncertainty related to the timing of the payment of claims, cash from operations for a property and casualty
insurance company can vary substantially from period to period. During 2001, the Company had positive cash flow from
operations of $33.4 million compared to $2.5 million in 2000. The increase in positive cash flow in 2001 was principally
attributable to increased assumed reinsurance premiums received by the Company for which incurred losses had not yet been
paid.
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The Company invests its cash flow from operations in both fixed-maturity securities and equity securities. The Company's
current policy is to limit its investment in equity securities and its real estate to no more than 8.0% of the total market value of its
investments. Accordingly, the Company’s portfolio of unaffiliated equity securities had a fair value of $29.1 million at December
31, 2001. The Company plans to continue this focus on fixed-maturity securities for the indefinite future.

In October 2001, the Company organized and funded a wholly-owned Cayman Islands subsidiary, which made a $15.0 million
investment in a foreign limited partnership, whose financial advisor is Credit Suisse First Boston International. The limited
partnership in turn invests principally in a diversified portfolio of offshore hedge funds. The investment return depends on the
performance of the portfolio. See Notes 1 and 2 to Consolidated Financial Statements.

The Company has made limited investments in real estate which was formerly used as its corporate headquarters. Both
buildings are fully leased to unaffiliated third parties. These leases expire on April 2005 and November 2005 with no provisions
for renewal. Future minimum rentals are $1.8 million for each of the years 2002 through 2004 and $1.1 million for year 2005. The
buildings are recorded at cost and depreciated principally under the straight-line method over the useful life of the buildings.
Accumulated depreciation at December 31, 2001 and 2000, was $3.8 million and $3.4 million respectively. In July 1998, the
Company entered into a lease covering approximately 95,000 square feet of office space for new Company headquarters. The
lease is for a term of 10 years ending in 2009 and contains two options to renew the lease for a period of five years each. The
Company moved its headquarters and principal operations to this space in March 1999,

The Company maintains a portion of its investment portfolio in high-quality, short-term securities to meet short-term operating
liquidity requirements, including the payment of losses and LAE. Short-term investments totaled $85.0 million, or 11.9% of
invested assets, at December 31, 2001. The Company believes that all of its shart-term and fixed-maturity securities are readily
marketable.

SCPIE Holdings is an insurance holding company whose assets primarily consist of all of the capital stock of its insurance
company subsidiaries. Its principal sources of funds are dividends from its subsidiaries and proceeds from the issuance of debt
and equity securities. The insurance company subsidiaries are restricted by state regulation in the amount of dividends they
can pay in relation to earnings or surplus, without the consent of the applicable state\regglatory authority, principally the
California Department of Insurance. SCPIE Holdings’ principal insurance company subsidiary~may pay dividends to SCPIE
Holdings in any 12-month period, without requlatory approval, to the extent such dividends do not exceed the greater of (i) 10%
of its statutory surplus at the end of the preceding year or (i} its statutory net income for the preceding year. Applicable
regulations further require that an insurer’s statutory surplus following a dividend or other distribution be reasonable in refation
to its outstanding liabilities and adequate to meet its financial needs, and permit the payment of dividends only out of statutory
earned {unassigned) surplus unless the payment out of other funds receives regulatory approval. The amount of dividends that
the insurance company subsidiaries are able to pay to SCPIE Holdings during 2002 without prior regulatory approval is
approximately $12.4 million.

Common stock dividends paid to stockholders were $0.40 per share in 2001. These dividends were funded through dividends
from the Company's insurance subsidiaries received in prior years. The Company has declared a quarterly dividend of $0.10 per
share, payable on March 29, 2002. Payment of future dividends is subject to Board approval, earnings and the financial
condition of the Company.

The Company had borrowings of $9.0 million outstanding at December 31, 2001, under a Credit Agreement with three bank
lenders. On February 28, 2002, the Company fully repaid the outstanding balance, and the parties terminated the Credit
Agreement. See Note 8 to Consolidated Financial Statements.

At March 15, 2002, SCPIE Holdings held cash and short-terms securities of $2.5 million, after provision for payment of the March
29, 2002, dividend. The Company also holds a minority interest in the capital stock of a small personal lines Florida domiciled
insurance company. The stockholders of that Company have entered into an agreement to sell the Company. The sale is
scheduled for completion in late May 2002. if the sale is completed, the Company will receive additional cash funds of
approximately $4.0 million. Based on histarical trends, market conditions and its business plans, the Company believes that its
sources of funds (including dividends from the Insurance Subsidiaries) will be sufficient to meet the liquidity needs of SCPIE
Holdings over the next 18 months and beyond.

According to regulations governing insurance companies, the Insurance Subsidiaries are required to maintain sufficient
statutory capital and surplus to cover the risks associated with the palicies they write. Due to losses and strengthening of loss
reserves in 2001, the statutory capital and surplus-of the Insurance Subsidiaries declined significantly, while premiums
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increased. Failure to generate significant profitability in 2002 or obtain additional capital will limit the Company's ability to
increase or maintain its premium writings. There is no assurance that additional capital, if necessary, will be available to the
Company on favorable or acceptable terms. See Business —Risk Factors—Necessary Capital and Surplus.

Cn March 8, 2002, the Job Creation and Worker Assistance Act of 2002 became law. The new law allows tax losses incurred in
2001 and 2002 to be carried back five years instead of the two years allowed under prior law. As a result of this law change, the
Company will be able to recoup an additional approximate $8 million of taxes paid in the three years ended December 31, 1998
subsequent to filing its 2001 tax return. The federal income taxes receivable recorded on the December 31, 2001 balance sheet
will be increased by approximately $8 million and the deferred tax asset decreased by an identical amount in the financial
statements for the quarter ended March 31, 2002.

During May 2001, the Board of Directors authorized the continuation of the Company's 1999 program to repurchase up to
1,000,000 shares of its common stock on the open market. This authorization extended the company’s 1999 program that would
have otherwise expired in May 2001. Under this extended 1999 program, 391,420 shares have heen repurchased of which 30,600
were purchased during 2001.

CONTRACTUAL COMMITMENTS

The Company has certain contractual obligations and commercial commitments principally for issuing letters of credit in
connection with its assumed reinsurance segment and for teasing office space for its headquarters and other regional offices.
Additionally, the Company has an outstanding bank note that is further described in Liquidity and Capital Resources. The table
below presents the contractual payments due by period or expiration period for each obligation or commitment;

Contractual commitments as of December 31, 2001, are as follows:

2002 2003 2004 2005 20838  Thereafter
Payments Due by Period (in thousands)
Bank Loan Payable $9,000 — —_ — — —
Operating Leases $2,933 $3,041 $3,042 $3,119 $3,097  $5817

Other commitments as of December 31, 2001 are as follows:

2002 2003 2004 2005 2006  Theresafter
Payments Due by Expiration Date (in thousands)

Letters of Credit $i5316 — — —  $31,000 —_

MARKET RISK DISCLOSURES FOR FINANCIAL INSTRUMENTS

The investment portfolio of the Company is subject to various market risk exposures, including interest rate risk and equity price
risk.

The Company invests its assets primarily in fixed-maturity securities, which at December 31, 2001, comprised 79.7% of total
investments at market value. U.S. government and tax-exempt bonds represent 53.5% of the market values of fixed-maturity
investments, with the remainder consisting almost entirely of mortgage-backed securities and corporate bonds. Equity
securities, consisting primarily of common stocks, account for 4.1% of total investments at market value. The other investment,
which is comprised of a mutual fund investment that contains derivative financial instruments, accounts for 2.1% of total
investments at market value. 11.9% of the investment portfolio consists of highly liquid short-term money market funds. The
remaining 2.2% of investments consists of real estate leased to third parties.

The value of the fixed-maturity portfolio is subject to interest rate risk. As market interest rates decrease, the value of the
portfolio goes up with the opposite holding true in rising interest rate environments. A common measure of the interest
sensitivity of fixed-maturity assets is modified duration, a calculation that takes maturity, coupon rate, yield and call terms to
calculate an average age of the expected cash flows. The longer the duration, the more sensitive the asset is to market interest
rate fluctuations.

The value of the common stock equity investments is dependent upon general conditions in the securities markets and the
business and financial performance of the individual companies in the portfolio. Values are typically based on future economic
prospects as perceived by investors in the equity markets.
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The Company also holds an investment in a limited partnership, which invests in a portfolio of offshore hedge funds. The
investment return depends on the performance of the portfolio, which includes both interest rate risk and credit risk. This
investment had a value of $14.9 million at December 31, 2001.

The Company's invested assets are subject to interest rate risk. The following table presents the effect on current estimated fair
values of the fixed-maturity securities available for sale and common stocks assuming a 100-basis-point increase in market
interest rates and a 10% decline in equity prices. The analysis excludes real estate and the other investment.

Estimated
Fair Value
Estimated At Adjusted
Fair Value at Market
Current Rates/Prices
Carrying Market as [ndicated

Value  Rates/Prices Below
{Im Thousands)
December 31, 2001
Interest rate risk*
Fixed-maturity securities
available for sale $569,144 $569,144 $542,048
Equity price risk™*
Common stocks $ 29,098 $ 29,098 $ 26,188
December 31, 2000
Interest rate risk*
Fixed-maturity securities
available for sale $566,266 $566,266 $539,586
Equity price risk™*
Common stocks $ 24,403 $ 24,403 $ 21,963

*  Adjusted interest rates assume a 100-basis-pointincrease in market rates
**  Adjusted equity prices assume a 10% decline in market values

For all its financial assets and liabilities, the Company seeks to maintain reasonable average durations, consistent with the
maximization of income without sacrificing investment quality and providing for liquidity and diversification.

The estimated fair values at current market rates for financial instruments subject to interest rate risk in the table above are the
same as those disclosed in Note 2 to Consolidated Financial Statements. The estimated fair values at the adjusted market rates
{assuming a 100-basis-point increase in market interest rates) are calculated using discounted cash flow analysis and duration
modeling where appropriate. The estimated values do not consider the effect that changing interest rates could have on
prepayment activity (e.g., mortgages underlying mortgage-backed securities).

This sensitivity analysis provides only a limited, point-in-time view of the market risk sensitivity of certain of the Company's
financial instruments. The actual impact of market interest rate and price changes on the financial instruments may differ
significantly from those shown in the sensitivity analysis. The sensitivity analysis is further limited as it does not consider any
actions the Company could take in response to actual and/or anticipated changes in interest rates and equity prices.

RELATED PARTY TRANSACTIONS

During 2000 and 2001, the Company entered into certain insurance and reinsurance transactions in the ordinary course of its
business with insurance company subsidiaries of Highlands Insurance Group, Inc. (HIG). A director of the Company was the
chief executive officer of Highlands during this period until November 2001. These transactions include:

Endorsements issued by the Company between January 1, 2000 and Agril 30, 2001 to holders of certain property, warkers’
compensation, commercial automobile, general liability and umbrella policies of HIG subsidiaries. The Company received a
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fee of 1% of the gross policy premiums written by the HIG subsidiaries of approximately $88.0 million for the subject policies.
See Business—Risk Factors—Highlands Insurance Group Contingent Liability for more information relating to these
endorsement contracts.

Arrangements under which the Company ceded to an HIG subsidiary during 2001 36%, or $2.2 million of earned premium, of the
excess of loss medical malpractice policies covering healthcare facilities and physicians and other professional liability
underwritten by a Lloyd’s syndicate in which the Company bears 100% of the risk. The Corporation of Lioyd’s holds all of the
premiums, and the HIG subsidiary has deposited an additional $4.9 million with Lloyd's to secure its obligations.

Nine agreements under which the Company, together with other assuming reinsurers, has assumed small percentages of
business written by HIG subsidiaries, including property, casualty and workers’ compensation coverages. Assumed premium
earned under these contracts in 2001 was approximately $673,000.

Arrangements under which the Company retroceded to HIG subsidiaries a portion of the business assumed under four assumed
reinsurance agreements. During 2001, premiums of approximately $3.1 million were ceded to HIG subsidiaries under these
agreements.

The Company entered into contracts with Brown & Brown, Inc. under which Brown & Brown acts as an insurance producer for
the Company. A director of the Company serves as chairman of the board, president and chief executive officer and principal
shareholder of Brown & Brown. Brown & Brown produced $45.0 million, $45.0 million and $21.3 million in gross written
premiums in 2001, 2000 and 1999 respectively (including $4.5 million and $7.6 million from fronting arrangements related to
dentist and oral surgeon programs in 2001 and 2000), and received commissions of $7.2 million, $7.6 million and $3.2 million. The
Company and Brown & Brown have reached agreement to terminate these programs no later than March 6, 2003.

The Company considers all of the above arrangements to constitute transactions entered into in the ordinary course of its
business.

CRITICAL ACCOUNTING POLICIES

The Company's discussion and analysis of its financial condition and results of operations are based upon the Company’s
Consolidated Financial Statements, which have been prepared in accordance with accounting principles generally accepted in
the United States (GAAP). Preparation of financial statements in accordance with GAAP requires management to make
estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related notes.
Management believes that the fallowing critical accounting palicies, amang others, affect the more significant judgments and
estimates used in the preparation of the Consolidated Financial Statements. Actual results may differ from these estimates
under different assumptions or conditions.

Premium Revenue Recognition

Direct healthcare liability insurance premiums written are primarily earned on a daily pro rata basis over the terms of the
policies. Accordingly, unearned premiums represent the portion of premiums written which is applicable to the unexpired
portion of the policies in force. Reinsurance premiums assumed are estimated based on information provided by ceding
companies. The information used in establishing these estimates is reviewed and subsequent adjustments are recorded in the
period in which they are determined. These premiums are earned over the terms of the related reinsurance contracts,

Loss and Loss Adjustment Expense Reserves

Unpaid losses and loss adjustment expenses are comprised of case reserves for known claims, incurred but not reported
reserves for unknown claims and any potential development for known claims, and reserved for the cost of administration and
settlement of both known and unknown claims. Such liabilities are established based on known facts and interpretation of
circumstances, including the Company's experience with similar cases and historical trends involving claim payment patterns,
loss payments and pending levels of unpaid claims, as well as court decisions and economic conditions. The effects of inflation
are considered in the reserving process. Establishing appropriate reserves is an inherently uncertain process; the ultimate
liability may be in excess of or [ess than the amount provided. Any increase in the amount of reserves, including reserves for
insured events of prior years, could have an adverse effect on the Company’s results for the period in which the adjustments
are made. The Company utilizes both its internal actuarial staff and independent actuaries in establishing its reserves. The
Company does not discount its loss and loss adjustment expense reserves.
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The reserves for unpaid loss and loss adjustment expense aftributable to insured events prior to 2001 increased during 2001 by
$13.8 million. The adverse development was principally due to non-California medical malpractice business.

The Company has a growing volume of assumed reinsurance. Assumed reinsurance is a line of business with an inherent
volatility. Also in the absence of a historical data base of our own experience due to the newness of the program, greater
reliance is placed on underwriting and industry information to estimate the appropriate loss reserves.

The assumed reinsurance business exposure to losses from the events of September 11, 2001, Estimation of ultimate liabilities
for this exposure is unusually difficult and thus subject to significantly greater than normal variation and uncertainty.

Deferred Policy Acquisition Costs

Deferred policy acquisition costs include commissions, premium taxes and other variable costs incurred in connection with
writing business. Deferred policy acquisition costs are reviewed to determine if they are recoverable from future income,
including investment income. If such costs are estimated to be unrecoverable, they are expensed. Recoverability is analyzed
based on the Company's assumptions related to the underlying policies written, including the lives of the underlying policies,
growth rate of the assets supporting the liabilities, and level of expenses necessary to maintain the policies over their entire
lives. Deferred policy acquisition costs are amortized over the period in which the related premiums are earned.

EFFECT OF INFLATION

The primary effect of inflation on the Company is considered in pricing and estimating reserves for unpaid losses and LAE for
claims in which there is a long period between reporting and settlement, such as medical malpractice claims. The actual effect
of inflation on the Campany’s results cannot be accurately known until claims are ultimately settled. Based on actual results to
date, the Company believes that lass and LAE reserve levels and the Company’s rate-making process adequately incorporate
the effects of inflation.

ITEM 8. FINANCIAL STATERMENTS AND SUPPLEMENTARY DATA

The Company’s Consolidated Financial Statements and related notes, including supplementary data, are set forth in the “Index”
on page 46 hereof.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS 0N ACCOUNTING AND FINANCIAL
DISCLOSURE.

None.
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PART il
ITERY 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
Information regarding Directors of the Company is incorporated by reference to the section titled “Election of Directors” in the
Company's definitive proxy statement filed with the SEC in connection with the Annual Meeting of Stockholders to be held on

May 16, 2002 {the Proxy Statement). Information regarding Executive Gfficers is set forth in item 1 of Part | of this Form 10-K
report under the caption “Executive Officers.”

ITEM 11. EXECUTIVE COMPENSATICN

The information required by this item is incorporated by reference to the Proxy Statement under the heading “Executive
Compensation.”

IVER 12. SECURITY OWRNERSHIP OF CERTAIN BENEFICIAL OWNERS AND WANAGEMENT

The information required by this item is incorporated by reference to the Proxy Statement under the heading “Stock
Ownership.”

ITERWI 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information reguired by this item is incorporated by reference to the Proxy Statement under the heading “Certain
Relationships and Related Transactions.”
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PART IV
ITER 14. EXHIBITS, FINANCIAL STATEMENTS AND SCHEDULE, AND REPORTS ON FORM 8-K

(a){1) and (a)(2) and (d) FINANCIAL STATEMENTS AND SCHEDULE. Reference is made to the “Index—Financial Statements and
Financial Statement Schedule—Annual Report an Form 10-K” filed on page 46 of this Form 10-K report.

{a} (3) Exhibits:

NUMBER DOCUMENT

2. Amended and Restated Plan and Agreement of Merger by and among SCPIE Holdings Inc., SCPIE Indemnity
Company and Southern California Physicians Insurance Exchange dated August 8, 1996, as amended December
19, 1996. (filed with the Company’s Registration Statement on Form S-1 {No. 33-4450) and incorporated herein by

reference).

31 Amended and Restated Certificate of Incorporation. (filed with the Company’s Registration Statement on Form S-1
(No. 33-4450) and incorporated herein by reference).

3.2 Amended and Restated Bylaws. (filed with the Company’s Quarterly Report on Form 10-Q on August 16, 1999 and
incorporated herein by reference).

10.1 Amended and Restated Employment Agreement dated January 2, 2002, between SCPIE Management Company
and Donald J. Zuk.

10.2 First Excess of Loss Treaty No. 01-95-0020 with various subscribing reinsurers. (filed with the Company's
Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

103 Second Excess of Loss Treaty No. 01-95-0021 with various subscribing reinsurers. (filed with the Company’s
Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

10.4 Third Excess of Loss Treaty No. 01-85-0022 with various subscribing reinsurers. (filed with the Company’s
Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

10.5 Fourth Excess of Loss Treaty No. 01-95-0599 with various subscribing reinsurers. (filed with the Company's
Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

10.6 Per Policy Excess of Loss Treaty No. 01-94-0365 with various subscribing reinsurers. (filed with the Company's
Registration Statement on Form S-1 (No. 33-4450} and incorparated herein by reference).

10.7 Reinstatement/Retroactive/Aggregate Extension Excess of Loss Treaty No. 01-95-0879 with various subscribing
reinsurers. (filed with the Company’s Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by
reference).

10.8 Medical Malpractice Surplus Reinsurance Treaty between SCPIE and Lloyd’s Syndicate No. 1010 and Syndicates

Comprising 1007 Group underwritten for by CW Spreckley, Esq. and others, effective date January 1, 1996, Treaty
No. 01-85-0374. (filed with the Company’s Registration Statement on Form S-1 (No. 33-4450) and incorporated
herein by reference).

10.9 Physician Medical Malpractice/Hospital Professional Liability Quota Share Reinsurance Agreement between
Hannover Ruckversicherungs, Aktiengesellschaft/Eisen Und Stahl Ruckversicherungs-Aktiengesellschaft,
Hannover, Germany, and various subscribing reinsurers, effective date January 1, 1995, Treaty No. 01-95-0694.
{filed with the Company’s Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

10.10 First Excess of Loss Treaty No. 01-86-0020 with various subscribing reinsurers. (filed with the Company's
Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

10.11 Second Excess of Loss Treaty No. 01-96-0021 with various subscribing reinsurers. (filed with the Company’s
Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

10.12 Third Excess of Loss Treaty No. 01-96-0022 with various subscribing reinsurers. (filed with the Company's
Registration Statement an Form S-1 (No. 33-4450} and incorporated herein by reference).

10.13 Fourth Excess of Loss Treaty No. 01-96-0599 with various subscribing reinsurers. (filed with the Company's

Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

10.14 Per Policy Excess of Loss Treaty No. 01-96-0365 with various subscribing reinsurers. (filed with the Company's
Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).
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NUMBER

DOCUMENT

10.15

10.16

10.17

10.18

10.18

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35
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Addendum Na. 1 to the Reinstatement/Retroactive/Aggregate Extension Excess of Loss Treaty No. 01-96-0879 with
various subscribing reinsurers. (filed with the Company’s Registration Statement on Form S-1 (No. 33-4450) and
incorporated herein by reference).

Quota Share Reinsurance Agreement Treaty No. 01-86-0922. (filed with the Company's Registration Statement on
Form S-1 {No. 33-4450) and incorporated herein by reference).

First Excess of Loss Treaty No. 01-97-0020 with various subscribing reinsurers. (filed with the Company’s Annual
Report on Form 10-K on March 31, 1998 and incorporated herein by reference).

Second Excess of Loss Treaty No. 01-97-0021 with various subscribing reinsurers. (filed with the Company’s
Annual Report on Form 10-K on March 31, 1998 and incorporated herein by reference).

Third Excess of Loss Treaty No. 01-97-0022 with various subscribing reinsurers. (filed with the Company’s Annual
Report on Form 10-K on March 31, 1998 and incorporated herein by reference).

Fourth Excess of Loss Treaty No. 01-97-0599 with various subscribing reinsurers. (filed with the Company’s Annual
Report on Form 10-K on March 31, 1998 and incorporated herein by reference).

Per Policy Excess of Loss Treaty No. 01-97-0365 with various subscribing reinsurers. (filed with the Company’s
Annual Report on Form 10-K on March 31, 1998 and incorporated herein by reference).

Addendum No. 2 to the Reinstatement/Retroactive/Aggregate Extension Excess of Loss Treaty No. 01-97-0879 with
various subscribing reinsurers. {filed with the Company’s Annual Report on Form 10-K on March 31, 1998 and
incorporated herein by reference).

Quota Share Reinsurance Treaty No. 1-97-0922. (filed with the Company’s Annual Report on Form 10-K on March
31, 1998 and incorporated herein by reference).

First Excess of Loss Reinsurance Treaty No. 01-97-1134 with various subscribing reinsurers. (filed with the
Company’s Annual Report on Form 10-K on March 31, 1999 and incorporated herein by reference).

Second Excess of Loss Reinsurance Treaty No. 01-87-1135 with various subscribing reinsurers. {filed with the
Company’s Annual Report on Form 10-K on March 31, 1939 and incorporated herein by reference).

First Excess of Loss Treaty No. 01-98-0020 with various subscribing reinsurers. (filed with the Company’s Annual
Report on Form 10-K on March 31, 1999 and incorporated herein by reference).

Second Excess of Loss Treaty No. 01-98-0021 with various subscribing reinsurers (filed with the Company’s
Annual Report on Form 10-K on March 31, 1999 and incorporated herein by reference).

Third Excess of Loss Treaty No. 01-98-0022 with various subscribing reinsurers. (filed with the Company’s Annual
Report on Form 10-K on March 31, 1999 and incorporated herein by reference).

Fourth Excess of Loss Treaty No. 01-98-0539 with various subscribing reinsurers. {filed with the Company’s Annual
Report on Form 10-K on March 31, 1999 and incorporated herein by reference).

Quota Share Reinsurance Treaty No. 1-98-0922. (filed with the Company’s Annual Report on Form 10-K on March
31, 1999 and incorporated herein by reference).

SCPIE Management Company Retirement Income Plan, as amended and restated, effective January 1, 1989. (filed
with the Company's Registration Statement on Form S-1 (No. 33-4450) and incorporated herein by reference).

The SMC Cash Accumulation Plan, dated July 1, 1991, as amended. (filed with the Company’s Registration
Statement on Form S-1 {No. 33-4450) and incorporated herein by reference).

Inter-Company Paoling Agreement effective January 1, 1997. (filed with the Company’s Annual Report on Form
10-K on iarch 31, 1998 and incorporated herein by reference).

SCPIE Holdings Inc. and Subsidiaries Consolidated Federal Income Tax Liability Allocation Agreement effective
January 1, 1996. (filed with the Company’s Annual Report on Form 10-K on March 31, 1998 and incorporated herein
by reference).

Form of {ndemnification Agreement. (filed with the Company’s Registration Statement on Form S-1 (No. 33-4450)
and incorporated herein by reference).




MUMBER

DOCUMENT

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.43

10.44

1045

10.46

10.47

10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

Lease between Wh/WSA Realty, L.L.C., a Delaware limited liability company and SCPIE Holdings Inc., a Delaware
corporation dated July 31, 1988. (filed with the Company’s Annual Report on Form 10-K on March 31, 1998 and
incorporated herein by reference).

Quota Share Reinsurance Agreement between Fremont Indemnity Company and SCPIE Indemnity Company,
effective January 1, 1998. (filed with the Company’s Annual Report on Form 10-K on March 31, 1998 and
incorporated herein by reference).

Assumption Reinsurance Agreement between Fremont Indemnity Company and American Healthcare indemnity
Company, effective January 1, 1998. (filed with the Company’s Annual Report on Form 10-K on March 31, 1998 and
incorporated herein by reference).

First Casualty Excess of Loss Reinsurance Agreement No. S06000-251 99-01-01 SR with various subscribing
reinsurers. (filed with the Company’s Annual Report on Form 10-K on March 31, 2000 and incorporated herein by
reference).

Second Casualty Excess of Loss Reinsurance Agreement No. S06000-252 99-01-01 SR with various subscribing
reinsurers. (filed with the Company’s Annual Report on Form 10-K on March 31, 2000 and incorporated herein by
reference).

Casualty Clash Excess of Loss Reinsurance Agreement No. S06000-253 99-01-01 SR with various subscribing
reinsurers. (filed with the Company’s Annual Report on Form 10-K on March 31, 2000 and incorporated herein by
reference).
Casualty Quota Share Reinsurance Agreement No. SCPIE Cas QS 99-01-01 RE Rel with various subscribing
reinsurers. {filed with the Company’s Annual Report on Form 10-K on March 31, 2000 and incorporated herein by
reference).

First Excess of Loss Reinsurance Treaty No. 8493-00-0007-98-01 with various subscribing reinsurers. {filed with the
Company’s Annual Repart on Form 10-K on March 31, 2000 and incorporated herein by reference).

Second Excess of Loss Reinsurance Treaty No. 8493-00-0007-98-02 with various subscribing reinsurers. (filed with
the Company's Annual Report on Form 10-K on March 31, 2000 and incorporated herein by reference).

First Excess of Loss Reinsurance Treaty No. 8493-00-0001-93-01 with various subscribing reinsurers. (filed with the
Company's Annual Report on Form 10-K on March 31, 2000 and incorporated herein by reference).

Second Excess of Loss Reinsurance Treaty No. 8493-00-0001-99-02 with various subscribing reinsurers. (filed with
the Company’'s Annual Report on Form 10-K on March 31, 2000 and incorporated herein by reference).

Third Excess of Loss Reinsurance Treaty No. 8493-00-0001-99-03 with various subscribing reinsurers. (filed with
the Company’s Annual Report on Form 10-K on March 31, 2000 and incorporated herein by reference).
Fourth Excess of Loss Reinsurance Treaty No. 8493-00-0001-99-04 with various subscribing reinsurers. (filed with
the Company’s Annual Report on Form 10-K on March 31, 2000 and incorporated herein by reference).

Quota Share Reinsurance Treaty No. 8493-00-0005-99-00 with various subscribing reinsurers. (filed with the
Company’s Annua! Report on Form 10-K on March 31, 2000 and incorporated herein by reference).

The SCPIE Holdings Inc. Employee Stack Purchase Plan {(filed as an exhibit to the Company’s Proxy Statement for
the 2000 Annual Meeting of Stockholders and incorporated herein by reference).

Program Administrator Agreement by and between the Professional Programs Division of Poe & Brown, Inc. and
American Healthcare Indemnity Company, dated as of January 1, 1998. (filed with the Company’s Annual Report on
Form 10-K on March 31, 2000 and incorporated herein by reference).

Form of Change of Control Severance Agreement entered into by Chief Executive Officer on December 14, 2000
{filed with the Company’s Annual Report on Form 10-K on March 30, 2001 and incorporated herein by reference).

Form of Change of Control Severance Agreement entered into by Senior Vice Presidents on December 14, 2000
(filed with the Company’s Annual Report on Form 10-K on March 30, 2001 and incorporated herein by reference).

Form of Change of Control Severance Agreement entered into by Vice Presidents on December 14, 2000 (filed with
the Company’s Annual Report on Form 10-K on March 30, 2001 and incorporated herein by reference).

First through Fifth Excess of Loss Agreement 8493-00/000$-00/01/02/03/04/05 with various subscribing reinsurers.
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NUMBER DOCUMENT

10.56 Cover Note for through Fourth Excess of Loss Reinsurance Treaty 8493-0008-01/2/3/4 with various subscribing
reinsures.

10.57 The 2001 Amended and Restated Equity Participation Plan of SCPIE Holdings Inc.

10.58 Insurance Letters of Credit Agreement dated as of November 15, 2001 by and among Barclays Bank PLC and
SCPIE Holdings Inc., SCPIE Indemminty Company, American Healthcare Indemnity Company and American
Healthcare Specialty Healthcare Company.

10.59 Supplemental Employee Retirement Plan for selected employees of SCPIE Management Company, as amended
and restated, effective as of January 1, 2001.

10.60 Amendment to Program Administrators Agreement dated as of March 6, 2002 by and between the Professional
Programs Division of Brown & Brown, Inc., on the one hand, and SCPIE Indemnity Company and American
Healthcare Indemnity Company, an the other hand.

i1a Statement re: computation of per share earnings (filed with the Company’s Registration Statement on Form S-1
(Na. 33-4450) and incorporated herein by reference).

21.1 Subsidiaries of the registrant

23.1 Consent of independent auditars

{(b) Reports on Form 8-K:

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

March 28, 2002

SCPIE HOLDINGS INC.
By /s/ _DonaLDb J. Zuk

Donald J. Zuk

President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.
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/s/ DoONALD J. Zuk

Danald J. Zuk

/s/ Patrick T.La

Patrick T. Lo
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Report of Independent Auditers

Board of Directors and Stockholders
SCPIE Holdings Inc.

We have audited the accompanying consolidated balance sheets of SCPIE Holdings Inc. and subsidiaries as of December 31,
2001 and 2000, and the related consolidated statements of operations, changes in stockholders’ equity and cash flows for each
of the three years in the period ended December 31, 2001. Our audits also included the financial statement schedules listed in
the index at item 14{a). These financial statements and schedules are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements and schedules based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of SCPIE Holdings Inc. and subsidiaries at December 31, 2001 and 2000, and the consolidated results of their operations
and their cash flows for each of the three years in the period ended December 31, 2001, in conformity with accounting
principles generally accepted in the United States. Also, in our opinion, the related financial statement schedules, when
considered in relation to the basic financial statements taken as a whole, present fairly in all material respects the information
set forth therein.

/s/ ERNST & Youne LLP
Los Angeles, California
iMarch 28, 2002
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SCPIE Holdings Inc. and Subsidiaries

Consolidated Balance Sheets
{In thousands, except share data)

DECEMIBER 31, 2001 2000
ASSETS
Securities available for sale (Note 2):

Fixed-maturity investments, at fair value (amortized cost: 2001 - $585,225; 2000 — $567,1686) $569,144  $566,266

Equity investments, at fair value {cost: 2001 - $29,744; 2000 — $25,874} _25@ w
Total securities available for sale 598,242 590,669
Other investment {(cost: 2001 — $15,000) 14,928 —
Real estate 16,756 16,128
Short-term investments M 84,451

Total investments 713825 691,246
Cash 10,162 10,418
Accrued investmentincome 8,673 9,307
Premiums receivable 82,490 45,311
Reinsurance recoverable on unpaid loss and loss adjustment expense reserves (Note 4) 79,248 44,461
Deferred policy acquisition costs 19,465 18,124
Federal income taxes receivable 11,558 —
Deferred federal income taxes 36,661 16,869
Costs in excess of net assets acquired 5,324 6,153
Property and equipment, net 6,839 7,930
Other assets 3,301 3,766
Total assets $977,646 $854,645
LABILITIES
Reserves:

Losses and loss adjustment expenses (Note 3) $576,636  $433,541

Unearned premiums 101,868 56,396
Total reserves 678,504 490,537
Bank loan payable (Note 8) 9,000 27,000
Other liabilities 30,754 20,567
Total liabilities 718,258 538,104

Commitments and contingencies (Note 9}

STOCKHOLDERS' EQUITY

Preferred stock — par value $1.00, 5,000,000 shares authorized, no shares issued or outstanding — —
Common stock — par value $0.0001, 30,000,000 shares authorized, 12,792,091 shares issued, 2001 ~ 9,318,066 shares

outstanding 2000 — 9,330,975 shares outstanding 1 37,803

Additional paid-in capital 37,803 36,386

Retained earnings 322,734 384,437
_ Treasury stock, at cost {2001 — 2,974,025 shares and 2000 — 2,961,074 shares) (98,983)  (98,705)
— Stock subscription notes receivable (4,050)  {4,050)
Accumulated other comprehensive income (loss) 1,883 (1,528)
. Total stockholders’ equity 259,388 316,541
Total liabilities and stockholders’ equity $977,646  $854,645

See accompanying notes.
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SCPIE Holdings Inc. and Subsidiaries

Consolidated Statements of Operations
{In thousands, except per-share data)

FOR THE YEAR ENDED DECEMBER 31, 2001 2000 1999
REVENUES
Premiums earned {Note 4) $235,935 $176,502 $153,192
Net investment income {Note 2) 35,895 34,152 37,697
Realized investment gains {losses} (Note 2) 5,707 {400} (295)
Equity in earnings from affiliates 1,327 880 64
Other revenue 875 1122 654
Total revenues 279,739 212,256 191,312
EXPENSES
Losses and loss adjustment expenses (Note 3) 304,473 152,602 122,780
Amortization of deferred policy acquisition costs 46,164 19,524 13,221
Other underwriting and operating expenses 18,568 16,959 16,089
interest expenses 1,416 780 25
Total expenses 370,621 189,865 152,115
Income (loss) before federal income tax expense (benefit) (90,882)  22,3N 39,197
Federal income tax expense {benefit) (Note 5) (32,906) 5120 9,295
Net income (loss) $(52,976) $ 17,271 $ 29,902
Basic earnings (loss) per share of common stock {Note 11) $ (622) $ 184 $ 263
Diluted earnings (loss) per share of common stock (Note 11) $ (622) $§ 184 §$§ 262

See accompanying naotes.
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SCPIE Holdings Inc. and Subsidiaries
Consolidated Statements of Changes in Stockholders’ Equity

{In thousands}
STOCK ACCUMULATED
ADDITICRAL SUBSCRIPTICN OTHER TOTAL
COMMON PAID-IN RETAINED TREASURY NOTES CORIPREHENSIVE STOCKHOLDERS'
STOCK CAPITAL EARNINGS STOCK RECEIVABLE IMCORAE (LOSS) EQUITY
Balance at December 31, 1998 $ 1 $36,386 $344,587  $(13,141) — $ 18,685 $386,518
Netincome — — 29,902 — — — 29,902
Comprehensive income for
unrealized gains on
securities, net of
reclassification adjustments
of $1,985 for gains included
in netincome — — — — — (33,449 {33,449)
Comprehensive ioss (3,547)
Purchase of treasury stock — — — (84,705) — — (84,705)
Treasury stock reissued 4,050 (4,050) —
Cash dividends — — (3,566) — — — {3,566)
Balance at December 31, 1999 1 36,386 370,923 (93,798) (4,050) (14,764) 294,700
Net income —_ — 17,271 — — — 17,211
Comprehensive income for
unrealized gains on
securities, net of
reclassification adjustments
of $1,027 for losses included
in netincome — — — —_ — 13,236 13,236
Comprehensive income 30,507
Purchase of treasury stock — — — (5,095) — — {5,095)
Treasury stock reissued — — — 186 — 186
Cash dividends — —_ (3,757) — —_ — (3,757)
Balance at December 31, 2000 1 36,386 384,437 {98,705) (4,050) (1,528) 316,541
Net loss — — (57,976} — — {57,976}
Comprehensive income for
unrealized gains on
securities, net of
reclassification adjustments
of $714 for losses included
in netincome — — — — — 4110 4,110
Change in minimum pension
liability, net of applicable
income taxes of $376 — — — — — (699) (699)
Comprehensive loss {54,565)
Purchase of treasury stock — — — (278) — (278)
Cash dividends — — (3,727) — — (3,727)
Other — 1,417 — — — — 1,417
Balance at December 31, 2001 3_1 $37,803 $322,734  $(98,983) $(4,050) $ 1,883 $259,388




SCPIE Holdings inc. and Subsidiaries

Consolidated Statements of Cash Flows

(In thousands)
FOR THE YEAR ENDED DECEMBER 31, 2001 2000 1939
OPERATING ACTIVITIES
Net income {loss) $(57,976) $ 17,211 $ 29,902
Adjustments to reconcile net income (loss} ta net cash provided by {used in) operating activities:
Provisions for amortization and depreciation 4,545 3,761 4,562
Provision (benefit) for deferred federal income taxes (21,546) 1,501 4,739
Realized investment (gains} losses (5,707) 400 295
Equity in earnings of affiliates {1,327) (880) {64)
Changes in operating assets and liabilities:
Deferred acquisition costs {1,341) (8,057} {2,016)
Accrued investment income {loss) 634 (227) 2,360
Federal income tax receivable (11,558) — —
Unearned premiums 44,872 10,856 705
Unpaid losses and loss adjustment expenses, and reinsurance recoverables 108,308 (11,468)  (47,875)
Other liabilities 10,187 (6,853} (279}
Premiums receivable and other assets {35,654) (3,808) (2,199)
Net cash provided by (used in) operating activities 33,437 2,498 (9,870}
INVESTING ACTIVITIES
Purchases—fixed maturities (480,444) (313,082) (290,369)
Sales—fixed maturities 474,571 300,703 380,415
Maturities—fixed maturities 12,197 11,575 29,967
Purchases-—equities (2,500) — (26,597)
Purchase—other investment (15,000) — —
Sales—equities 27 8,266 24,776
Change in short-term investments, net (538) (11,548}  (38,498)
Net cash provided by (used in) investing activities {11,687) (4,086) 79,694
FINANCING ACTIVITIES
Proceeds from bank loan — 18,000 13,000
Repayment of bank loan {18,000) {4,000) —
Purchase of treasury stock, net (278) (5,095)  (84,705)
Cash dividends (3,727) (3,757) {3,566)
Net cash provided by (used in) financing activities (22,005) 5,148 (75,271)
Increase {decrease} in cash {256) 3,560 (5,447)
Cash at beginning of year 10,418 6,858 12,305
Cash at end of year $ 10162 $ 10418 $ 6,858

See accompanying notes.
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SCPIE HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONSOUDATED FINANCIAL STATEMENTS

NOTE 1. NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES
BASIS OF PRESENTATION

The accompanying consolidated financial statements include the accounts and operations, after intercompany eliminations, of
SCPIE Holdings Inc. (SCPIE Holdings) and its wholly-owned subsidiaries, principally SCPIE Indemnity Company {SCPIE
Indemnity), American Healthcare indemnity Company (AHl), American Healthcare Specialty Insurance Company (AKSIC),
SCPIE Underwriting Limited (SUL) and SCPIE Management Company (SMC), collectively, the Company. Significant
intercompany accounts and transactions have been eliminated in consolidation.

The Company principally writes professional liability insurance for physicians, oral and maxillofacial surgeons, hospitals and
other healthcare providers. Most of the Company’s coverage is written on a “claims-made and reported” basis. This coverage
is provided only for claims that are first reported to the Company during the insured’s coverage period and that arise from
occurrences during the insured's coverage period. The Company also makes “tail” coverage available for purchase by
policyholders in order to cover claims that arise from occurrences during the insured’s coverage period, but that are first
reported to the Company after the insured's coverage period and during the term of the applicable tail coverage.

In 1999, the Company formed an assumed reinsurance division and has rapidly expanded those operations. The strategic
objective of the reinsurance division is to create a well-balanced portfolio of carefully underwritten assumed reinsurance lines
of insurance to add diversity to the direct business of the Company. Treaties include professional, commercial and personal
liability coverages, commercial and residential property risks, accident and health coverages and marine coverages on a
waorldwide basis. {See Notes 4 and 13.)

The preparation of financial statements of insurance companies reguires management to make estimates and assumptions that
affect amounts reported in the financial statements and accompanying notes. Actual results could differ fram those estimates.

The accompanying financial statements have been prepared in conformity with accounting principles generally accepted in the
United States {GAAP) which differ from statutory accounting practices prescribed or permitted by regulatory authorities. The
significant accounting policies followed by the Company that materially affect financial reporting are summarized below:

FOREIGN OPERATICNS

SCPIE Underwriting Limited, a corporate member of Lloyd's of London (Lloyd's), commenced operations in January 2001 as a
member of two Lloyd’s underwriting syndicates. The Company reports this subsidiary’s operations on a one quarter lag.

INVESTMENTS

Management determines the appropriate classification of investment securities at the time of purchase and reevaluates such
designation as of each balance sheet date.

Available-for-sale—Available-for-sale securities are stated at fair value, with the unrealized gains and losses, net of tax,
reported in other comprehensive income. The net carrying value of fixed-maturity investments classified as available-for-sale is
adjusted for amortization of premiums and accretion of discounts to maturity, or in the case of mortgage-backed securities,
over the estimated life of the security. Such amortization is computed under the effective interest method and included in net
investment income. Interest and dividends are recorded in net investment income. Realized gains and losses, and declines in
value judged to be other-than-temporary are recorded in realized investment gains {losses). The cost of securities sold is based
on the specific identification methad.

The Company has no securities classified as “held to maturity” or “trading.”

Other Investment—The other investment cansists of an interest in a diversified paortfolio of offshore hedge funds, managed
accounts and other professionally managed funds that pursue non-traditional investment strategies, e.g., futures, options,
forward exchange contracts and other derivative instruments. The Company does not take part in the management or control of
the business of these funds and is not personally liable for any debt or obligation of the funds beyond its investment. The
investment return on the Company's investment depends on the performance of the underlying portfolio of funds. This
investment is stated at fair value and the change in value is reported in net investment income. At December 31, 2001 and 2000,
the Company was not a direct party to any other derivative instruments.
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SCPIE HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Cantinued)

Short-term investments are carried at cost, which approximates fair value. The cost of securities sold is based on the specific
identification method.

Investments in 20% to 50% owned affiliates are accounted for on the equity method and investments in less than 20% owned
affiliates are accounted for on the cost method.

Real Estate—The Company’s former home office headquarters, is recorded at cost and depreciated principally under the
straight-line method over the useful life of the buildings. Accumulated depreciation at December 31, 2001 and 2000, was $3.8
million and $3.4 million respectively. In July 1998, the Company entered into a lease covering approximately 95,000 square feet of
office space for new Company headquarters. The lease is for a term of 10 years and the Company moved its headguarters and
principal operations to this space in March 1999. During 20600 and 2001, both former headquarters buildings were leased entirely
to third parties. These leases expire on April 30, 2005 and November 30, 2005 with no provisions for renewal. Future minimum
rentals are $1.8 million for each of the years 2002 through 2004 and $1.1 million for year 2005.

DEFERRED ACQUISITION COSTS

Costs of acquiring insurance business that vary with and are primarily related to the praduction of such business are deferred
and amortized ratably over the periad the related premiums are recognized. Such costs include commissions, premium taxes
and certain underwriting and policy issuance costs. Anticipated investment income is considered in the determination of the
recoverability of deferred acquisition costs.

2001 2000 1999
{in Thousands)

Balance at beginning of year $18124 $10,067 $ 8,051
Costs deferred 47505 27,581 15,237
Costs amortized (46,184)  (19,524) (13,221)
Balance at end of year $19465 $18124 §10,067

As the Company has expanded its assumed reinsurance operations and operations in other states through brokerage
relationships, the corresponding commissions and fronting fee arrangements have resulted in an overall increase in acquisition
costs. The Company accelerated the amortization of certain acquisition costs in 2001 based on the adequacy of the
corresponding premium in accordance with Financial Accounting Standards Board Statement (FASB) No. 80, Accounting and
Reporting by Insurance Enterprises.

PREMIUMS

Premiums are recognized as earned on a pro rata basis over the terms of the respective policies.

UNEARNED PREMIUMS

Unearned premiums are calculated using the monthly pro rata basis over the terms of the respective policies.

RESERVES FOR LOSSES ANMD LOSS ADJUSTMENT EXPENSES

Reserves for losses and loss adjustment expenses (LAE) represent the estimated liability for reported claims plus those
incurred but not yet reported and the related estimated costs to adjust thase claims. The reserve for losses and LAE
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is determined using case-basis evaluations and statistical analysis and represents estimates of the ultimate cost of all unpaid
losses incurred through December 31 of each year. Although considerable variability is inherent in such estimates,
management believes that the reserve for unpaid losses and related LAE is adequate. The estimates are continually reviewed
and adjusted as necessary, such adjustments are included in current operations and are accounted for as changes in
gstimates.

REINSURANGE

Prospective reinsurance premiums, losses and loss adjustment expenses are accounted for on bases consistent with those
used in accounting for the original policies issued and the terms of the reinsurance contracts.

PROPERTY AND EQUIPMENT

Property and eguipment are recorded at cost and depreciated principally under the straight-line method aver the useful life of
the assets that range from five to seven years. Property and equipment consist of the following:

DECEMIBER 31, 2009 2070
{In Thousands)
Leasehold improvements $525 § 5256
Furniture and equipment 7211 10077
12,527 15,333
Accumulated depreciation (5,688) (7,403
Property and equipment, net $683 $ 7930
INCOME TAXES

Income taxes have been provided using the liability method in accordance with FASB No. 109, Accounting for Income Taxes.

BUSINESS SEGMENTS

As a result of the expansion of the Company's Assumed Reinsurance operations, effective December 31, 2000, the Company
adopted FASB No. 131, Disclosures about Segments of an Enterprise and Related Information (FASB No. 131). FASB No. 131
establishes standards for the way that public business enterprises report information about operating segments in annual
financial statements and requires that those enterprises report selected information about operating segments in interim
financial reports. FASB No. 131 also establishes standards for related disclosures about products and services, geographic
areas, and major customers. The adoption of FASB No. 131 did not affect the Company's results of operations or financial
position. {See Note 13)

CREDIT BISK

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of temporary cash
investments and fixed maturities. The Company places its temporary cash investments with high-credit quality financial
institutions and limits the amounts of credit exposure to any one financial institution. Concentrations of credit risk with respect
to fixed maturities are limited due to the large number of such investments and their distributions across many different
industries and geographics.

Ceded reinsurance is placed with a number of individual companies and syndicates at Lloyd's of London to avoid concentration
of credit risk. For the year ended December 31, 2001, approximately 53% of total ceded reinsurance premiums written were
placed with reinsurance companies with an A.M. Best or Insurance Solvency International rating of A- or better, including 9%
with Lloyd's of London syndicates, 16% with Hannover Ruckversicherungs, and 4% with Zurich Re. The remaining 41% of
reinsurance premiums paid was placed among other reinsurers including Highlands Insurance Group subsidiaries, which
represent 26% of ceded reinsurance premium.
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STOCK-BASED COMPENSATION

The Company grants stock options for a fixed number of shares to employees and nonemployee directors with an exercise
price equal to the fair value of the shares at the date of grant. The Company accounts for stock option grants in accordance
with Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (APB 25), and related
Interpretations because the Company believes the aiternative fair value accounting provided for under FASB Statement No.
123, Accounting for Stock-Based Compensation, requires the use of option valuation models that were not developed for use in
valuing employee stock aptions. Under APB 25, if the exercise price of the Company’s emplaoyee stock options equals the
market price of the underlying stock on the dates of grant, no compensation expense is recognized.

EARNINGS PER SHARE

Basic and diluted earnings per share are calculated in accordance with FASB Statement No. 128, £arnings Per Share.

NEW ACCOUNTING STANDARDS

In June 2001, the Financial Accounting Standards Board issued FASB Statement No. 141, Business Combinations and No. 142,
Goodwill and Other Intangible Assets. Under the new rules, goodwill and indefinite lived intangible assets are no longer
amortized but are reviewed annually for impairment. Separable intangible assets that are not deemed to have an indefinite life
will continue to be amortized over their useful fives. The amortization provisions of FASB No. 142 apply to goodwill and
intangible assets acquired after June 30, 2001. With respect to goodwill and intangible assets acquired prior to July 1, 2001, the
Company will apply the new accounting rules beginning January 1, 2002. Management anticipates that the adoption of this new
statement will not have a material impact on the financial position or results of operations of the Company.

RECLASSIFICATIONS

Certain prior-year amounts have been reclassified to conform to the current year presentation.
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NOTE2. [NVESTMENTS

The Company’s investments in available-for-sale securities are summarized as follows:

COST QR GROSS GROSS
- AMORTIZED UNREALIZED OUNREALIZED FAIR
] COST GAINS LOSSES VALUE
- {In Theusands) -
] December 31, 2001
- Fixed-maturity securities:
Bonds:
U.S. government and agencies $175,608 $3,076 $ 966 $177,118
State, municipalities and political subdivisions 126,431 1,387 1,302 126,516
Mortgage-backed securities, U.S. government 73,332 715 374 73,673
Corporate 189,854 _27& 1,398 191,237
Total fixed-maturity securities 565,225 7,959 4,040 569,144
Common stocks 28,744 1,483 2,108 29,098
Total $594,969 $_9ﬂ $6,149 $598,242
December 31, 2000
Fixed-maturity securities:
Bonds:
U.S. government and agencies $185,476 $2,953 $ 633 $187,790
State, municipalities and political subdivisions 180,528 2,126 774 181,880
Mortgage-backed securities, U.S. government 42,734 229 132 42,831
Corporate 158,345 1,449 8,112 153,682
Other 83 _ — 83
Total fixed-maturity securities 567,166 6,757 7,857 566,266
Common stocks M _4_91 1,962 24,403
Total $593,040 $7,248 $9,613 $590,669

The fair values for fixed-maturity securities are based on quoted market prices, where available. For fixed-maturity securities
not actively traded, fair values are estimated using values obtained from independent pricing services. The fair values for equity
securities are based on guoted market prices.

The amortized cost and fair value of the Company’s investments in fixed-maturity securities at December 31, 2001, are
summarized by stated maturities as follows:

ANMORTIZED  FAIR
COsT VALUE
{In Thousands)

Years to maturity:

One orless $ 8163 $ 8256
After one through five 88,656 90,453
After five through ten 288,238 290,245
After ten 106,835 106,517
Mortgage-backed securities 73,332 73,673
Totals $565,225 $569,144
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The foregoing data is based on the stated maturities of the securities. Actual maturities will differ for same securities because
borrowers may have the right to call or prepay obligations.

Major categories of the Company’s investment income are summarized as follows:

YEAR ENDED DECEMBER 31, 20017 2000 1939
{In Thousands)

Fixed-maturity investments $31,771  $32,355 $36,715
Equity investments 238 534 590
Other 6,266 3,684 2,758
Total investment income 38275 36573 40,063
Investment expenses 2,380 2421 2,366
Net investment income $35,895 $34,152 $37,697

Realized gains and losses from sales of investments are summarized as follows:

YEAR ENDED DECEMBER 31, 2001 2000 1999
{In Thousands)

Fixed-maturity investments:

Gross realized gains $8870 $3,147 $6,952

Gross realized losses (3,165} (3,376) {7.340}
Net realized gains (losses) on fixed-maturity investments 5,705 {229} {388}
Equity investments:

Gross realized gains 6 — 6,716

Gross realized losses (4) (171}  (6,623)
Net realized gains (losses) on equity investments 2 (171) 93
Total net realized gains (losses) $5,707 $ (400) $ (295)

The change in the Company’s unrealized appreciation {depreciation) on fixed-maturity securities was $4.8 mitlion, $21.9 million
and $(46.0) million for the years ended December 31, 2001, 2000 and 1999, respectively; the corresponding amounts for equity
securities were $0.9 million, $1.5 million and $(5.5 million).

At December 31, 2001, the Company’s investments in fixed-maturity securities with a fair value of $38.8 million were on deposit
with state insurance departments to satisfy regulatory requirements.

No investment in any person or its affiliates exceeded 10% of the Company’s stockholders’ equity at December 31, 2001.
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MOTE3. LOSSES AND LOSS ADJUSTMENT EXPENSES

The following table pravides a reconciliation of the beginning and ending reserve balances, net of reinsurance recoverable, for
2001, 2000 and 1999.

2001 2000 1933
{In Thousands)

Reserve for losses and LAE, net of related reinsurance recoverable,

at beginning of year $393,389 $404,857 $452,732
Reclassification of reinsurance contract 3,840 — —
Provision for losses and LAE for claims occurring in the current year,

net of reinsurance 290,649 194,717 183,959
Increase (decrease) in estimated losses and LAE for claims occurring in prior years, net of

reinsurance 13,824  (42,115) {61,179)
Incurred losses during the year, net of reinsurance 304,473 152602 122,780

Deduct losses and LAE payments for claims, net of reinsurance, accurring during:

Current year 36,006 15,181 13,742
Prior years 155,626 148,883 156,33
191,632 164,070 170,655

Reserve for losses and LAE, net of related reinsurance recoverable, at end of year 502,390 393,389 404,857
Reinsurance recoverable for losses and LAE, at end of year 74,246 40,152 45,007
Reserves for losses and LAE, gross of reinsurance recoverable, at end of year $576,636 $433,541 $449,864

The Company experienced favorable development in loss reserves for many years, including favorable development in loss and
LAE reserves established for prior policy years in 2000 and 1999 of $42.1 million and $61.2 million, respectively. During 2001,
primarily as a result of the poor experience in physician group business outside of California, the Company had unfavorable
development in loss and LAE reserves of $13.8 million.

The anticipated effect of inflation is implicitly considered when estimating liahilities for losses and LAE. While anticipated price
increases due to inflation are considered in estimating the ultimate claim costs, the increase in average severities of claims is
caused by a number of factors that vary with the individual type of insurance written. Future average severities are projected
based on historical trends adjusted for implemented changes in underwriting standards, policy provisions, and general
economic trends. Those anticipated trends are monitored based on actual development and are modified if necessary.

Effective January 1, 1998 the Company entered into a facultative quota share reinsurance contract. The contract represents a
percentage share retrocession of an adverse loss development contract of underlying medical malpractice risks written on or
prior to December 31, 1997. Premiums were collected during 1998 through 2000. The contract is subject to @ maximum limit and
remains in force until 2023 or earlier provided the obligations under the contract have been fully satisfied. Based on the
Company’s reevaluation of the contract provisions, beginning 2001 the Company reclassified $3.8 million of assumed premiums
and corresponding losses recorded in prior periods to deposit reinsgrance in accordance with FASB No. 113. This
reclassification had no impact on net income for 2001.

NOTE4. REINSURANCE

Certain premiums and benefits are ceded to other insurance companies under various reinsurance agreements. These
reinsurance agreements provide the Company with increased capacity to write additional risks and maintain its exposure to
loss within its capital resources. Amounts recoverable from reinsurers are estimated in a manner consistent with the claim
liability associated with the reinsured policy. Some of these agreements include terms whereby the Company earns a profit-
sharing commission if the reinsurer’s experience is favorable.
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Reinsurance contracts do not relieve the Company from its obligations to policyholders. The failure of reinsurers to honor their
obligations could result in losses to the Company; consequently, allowances are established for amounts deemed uncollectible.
The Company evaluates the financial condition and economic characteristics of its reinsurers to minimize its exposure to
significant losses from reinsurer insolvencies. The Company generally does not require collateral from its reinsurers that are
licensed to assume such business.

The effect of reinsurance on premiums written and earned are as follows:

YEAR ENDED DECEMIBER 31, 2001 2086 1988

WRITTEN EARBNED WRITTEN EARNED WRITTEN EARNED
. {In Thousands)

Direct $180,979  $168467  $180,63¢  $155838  $152,708  $149,191
Assumed 139,820 95,899 39,848 33,314 15,564 17,932
Ceded 39,992 28,431 12,279 12,650 14,376 13,931
Net premiums $280,807  $235935  $208,203  §$176,502  $153,896  $153,192

Net premiums written for 2001 and 2000 reflects the recognition of written premiums on the effective date of the policy rather
than on the date premiums were billed. If 1999 premiums had been recognized under this method, net premiums written would
have approximated $174.5 million. This change had no impact on the statement of operations.

Reinsurance ceded reduced losses and loss adjustment expenses paid by $12.7 million, $6.0 million and $12.4 in 2001, 2000 and
1999, respectively. Reinsurance ceded reduced loss and loss adjustment expenses reserves by $74.2 million, $40.2 million and
$45.0 in 2001, 2000 and 1999, respectively.

For 1999 and prior years, the Company retained the first $1.0 million of losses incurred per incident and had various reinsurance
up to $20.0 million per incident for physician coverage. The reinsurers also were obligated to bear their proportionate share of
LAE. For hospital coverage, the Company reinsured 90% of all losses incurred above a $1.0 million retention, and the Company
retained all LAE. For 2000, the Company consolidated these treaties into a program in which the Company retained the first $2.0
million of losses and LAE per incident and reinsured the excess losses and LAE per incident up to $50.0 million. For 2001, the
Company retained the first $1.25 million and $2.0 million of losses and LAE per incident for physician coverage and hospital
coverage, respectively, and reinsured the excess losses and LAE per incident up to $50.0 miilion.

In 1999, the Company formed an assumed reinsurance division and has rapidly expanded this operation. The strategic objective
of the reinsurance division is to create a well-balanced portfolio of carefully underwritten assumed reinsurance lines of
insurance to add diversity to the direct business of the Company. (See Note 13)

Between January 2000 and April 2001, the Company issued endorsements to certain policyholders of the insurance company
subsidiaries of Highlands Insurance Group, Inc. (HIG). The Company received 1% of the palicy premiums and the coverages
included property, workers’ compensation, commercial automobile, general liability and umbrella. The gross premiums written
by the insurance subsidiaries of HIG while this arrangement was in effect were approximately $88.0 million for the subject
policies. The Company has no liahility under these endorsements, unless the insurance subsidiaries of HIG are unable to pay
their policy obligations by reason of having been declared insolvent by a court of competent jurisdiction. At the time the
endorsements were issued, a director of the Company was the chief executive officer of HIG.

In November 2001, HIG disclosed that the A.M. Best rating of its insurance company subsidiaries had been reduced to C- and
that its financial plan might trigger some level of regulatory involvement. HIG has advised the Company that at December 31,
2001, its insurance company subsidiaries had paid losses and ALAE under the subject policies of $30.7 million and had
established case loss and ALAE reserves of $27.9 million, net of reinsurance. Incurred but not reported losses are expected to
emerge, but the amount cannot be reasonably determined at this time. If the HIG insurance company subsidiaries are declared
insolvent by a court of competent jurisdiction at some future date and unable to pay losses under the subject policies, the
company would be responsible to pay the amount of the losses incurred and unpaid at such date, and the Company would be
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entitled to indemnification of a portion of this loss from certain of the reinsurers of HIG. The Company would also be subrogated
to the rights of the policyholders as creditors of the HIG insurance subsidiaries. The Annual Statements filed by the HIG
insurance company subsidiaries with the applicable state regulatory authorities in March 2002 show combined policyholder
surplus of approximately $36.3 miliion at December 31, 2001, which includes $152.6 million of reserve discounting. In its
Quarterly Report on Form 10-Q filed with the Securities and Exchange Commission on November 19, 2001, HIG stated that the
company’s failure to meet certain capital requirements and targets would expose the HIG insurance company subsidiaries to
regulatory sanctions that may include placing the insurance company subsidiaries under regulatory restrictions, supervision or
control. The ultimate impact on the HIG insurance company subsidiaries of regulatory action, if any, is not currently
determinable, but could be significant.

The Company ceded during 2001 to an HIG subsidiary 36% of the business underwritten by a Lloyd’s syndicate in which the
Company has 100% of the risk. The syndicate writes excess of loss medical malpractice policies covering healthcare facilities
and physicians and other professional liability coverages. Approximately $2.2 million of earned premium was ceded to the HIG
subsidiary. The Corporation of Lloyd's holds all of the premiums, and the HIG subsidiary has deposited an additional $4. million
with Lioyd’s to secure its obligations.

Under nine other agreements, the Company, together with other assuming reinsurers, has assumed small percentages of
business written by HIG subsidiaries, including property, casualty and workers’ compensation coverages. Assumed premium
earned under these contracts in 2001 and 2000 was approximately $673,000 and $516,000. The Company has also retroceded to
HIG subsidiaries a portion of the business assumed under four other assumed reinsurance agreements. Premiums of
approximately $3.1 million and $73,000 were ceded to HIG subsidiaries under these agreements in 2001 and 2000, respectively.

Effective January 1, 2001, the Company acquired a 20% interest in Reinsurance Management Group LLC (RMG) for $2.5 million.
BMG underwrites accident and health and workers’ compensation assumed reinsurance. During 2001 the Company had
assumed premiums produced by RMG in the amount of $21.2 million. At December 31, 2001, $12.1 million was due from RMG
relating to these reinsurance agreements.

Approximately $8.6 million of the Company's assumed reinsurance premium earned is derived from pro rata treaties from a
single Lioyd's syndicate that specializes in writing marine insurance and reinsurance on a worldwide basis. The syndicate is
managed by an affiliate of GoshawK Insurance Holdings plc (GoshawK). The Company owns 7,151,446 shares which represent
4.1% of the outstanding common stock of GoshawK, a specialist Lloyd's insurance and reinsurance underwriting business listed
on the London Stock Exchange.

As a result of the terrorist attacks at the World Trade Center, the Pentagon and on various airlines on September 11, 2001
(collectively the “September 11 terrorist attacks”), the Company incurred pre-tax losses, based on an estimate of ultimate
exposure developed through a review of its assumed reinsurance coverages, which totaled $20.6 million gross of reinsurance
and $19.6 million net of reinsurance. Additionally, the Company incurred a charge against net premiums earned in the amount of
$8.5 million as a result of its ongoing participation in the reinsurance agreement described below.

In November 1998, the Company entered into a six-year agreement with a third party whereby the Company made a $5.0 million
cammitment in exchange for future gains or losses based on the underwriting index of a reinsurance portfolio. In July 2001, the
Company entered into an amended agreement, extending the agreement three years and provided an additional $5.0 million
commitment secured by a letter of credit bringing its notional amount up to $10.0 million. The porifolio is composed of worldwide
geographically dispersed catastrophe excess of loss treaty reinsurance business. The Company will also receive semiannual
payments based on its notional amount at a rate determined annually. On an annual basis, if the combined ratio of the portfolio
is below a stipulated underwriting index amount, the Company will recognize a gain; if the combined ratio is between two
stipulated underwriting index amounts, the Company will not recognize a gain or loss; and, if the combined ratio is greater than
a stipulated underwriting index amount, the Company will recognize a loss limited to its notional value plus any interest earngd
during the agreement. Based on reported results through December 31, 2001, following the September 11 events, the Company
has recorded a charge of $8.5 million as a reduction to assumed premiums earned.

Effective July 1, 2001, the Company entered into an excess of loss reinsurance contract that provides recoveries, subject to a
maximum, on its assumed reinsurance portfolic on a per risk basis and on a catastrophic occurrence basis. This agreement
does not transfer risk in accardance with FASB No. 113, Accounting and Reparting far Reinsurance of Short-Duration and Laong-
Duration Contracts and is therefore being accounted for as a deposit. The annual deposit premium is $5.0 million payable in
installments. As of December 31, 2001, $2.5 million has been paid to reinsurers and is recorded as a deposit asset.
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NOTES. FEDERAL INCOME TAXES

The caompanents of the federal income tax provision {benefit) in the accompanying consolidated statements of operations are
summarized as follows:

YEAR ENDED DECEMBER 31, 2007 2000 1989
{In Thousands)
Current $(11,360) $3,619 $4,556
Deferred (21,546) 1,501 4,739
Total $(32,906) $5,120 $9,295

A reconciliation of income tax computed at the federal statutory tax rate to total income tax expense is as follows:

YEAR ENDED DECEMBER 31, 2007 2000 1999
{In Thousands)
Federal income tax (benefit) at 35% $(31,809) $7.837 $13.719
Increase (decrease) in taxes resulting from:
Tax-exempt interest (2591} (3,194}  (4,657)
Dividends received deduction — (56) (84)
Intangibles 210 210 210
Other 1,290 323 107
Total federal income tax expense {benefit) $(32,906) $5120 $ 9,295

Deferred income taxes reflect the net tax effect of temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for income tax purposes. Significant components of the Company’s
deferred tax assets and liabilities are summarized as follows:

DECEMBER 31, . 2001 2000
{In Thousands)

Deferred tax assets:

Discounting of loss reserves $27,036 $19,019
Unearned premium 7,131 2,531
Unrealized investment losses — 847
Net operating loss carryforward 10,076 —
Other 1,618 2,523
Total deferred tax assets 45,861 24,820
Deferred tax liabilities:
Deferred acquisition costs 6,813 6,343
Tax accounting method changes 729 —
Other 1,658 1,708
Total deferred tax liabilities 9,200 8,051

Net deferred tax assets $36,661 $16,869

The Company is required to establish a “valuation allowance” for any portion of the deferred tax asset that management
believes will not be realized. In the opinion of management, it is more likely than not that the Company will rezlize the benefit of
the net deferred tax asset and, therefore, no such valuation allowance has been established.

Federal income taxes paid during 2001, 2000 and 1399 were $1.1 million, $1.3 million and $8.1 million, respectively.

At December 31, 2001, the Company had a net operating loss carryforward of $28.8 million for income tax purposes that expires
in 2021. {See Note 14.)
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MOTE 6. STATUTORY ACCOUNTING PRACTICES

State insurance laws and regulations prescribe accounting practices for determining statutory net income and equity for
insurance companies. In addition, state regulators may permit statutory accounting practices that differ from prescribed
practices. The statutory financial statements, for the Company's insurance subsidiaries, are completed in accordance with the
National Association of Insurance Commissioners” Accounting Practices and Procedures manual, version effective January 1,
2001 (NAIC SAP). The NAIC SAP was fully adopted by the Arkansas, California and Delaware Departments of Insurance. The
principal differences between financial statement net income and statutory net income are due to policy acquisition costs,
which are deferred under GAAP but expensed for statutory purposes. Policyholders’ surplus and net income, for the Company’s
insurance subsidiaries, as determined in accordance with statutory accounting practices, are summarized as follows:

DECEMBER 31, 2001 2000 1939
(In Thousands)

Statutory net income (loss) for the year ended $(83,268) $ 14,050 $ 34,021

Statutory capital and surplus at year end 181,816 249,261 265,459

As of January 1, 2001 certain changes in accounting principles were adopted to conform the new provisions of NAIC SAP. The
cumulative effect of changes in accounting principles is reporied as an adjustment to statutory capital and surplus. As a result
of these changes, the Company reported a change of accounting principle that increased statutory capital and surplus by $10.9
million due primarily to the recognition of deferred tax assets.

Generally, the capital and surplus of the Company's insurance subsidiaries available for transfer to the parent company are
limited to the amounts that the insurance subsidiaries’ capital and surplus, as determined in accordance with statutory
accounting practices, exceed minimum statutory capital requirements; however, payments of the amounts as dividends may be
subject to approval by regulatory authorities. At December 31, 2001, the amount of dividends available to SCPIE Holdings fram
its insurance subsidiaries during 2002 not limited by such restrictions is approximately $12.4 million.

NOTE7. BENEFT PLANS

The Company has a 401{k} defined contribution plan and a noncontributory defined benefit plan, which provide retirement
benefits to all its employees. in 2001, under the 401(k) plan, the Company paid a matching contribution based on the first 3% of
employees’ compensation plus a discretionary contribution of 1% of employee’s compensation. In 2000, the Company matched
the employees’ contribution up to 6% of compensation. The contribution expenses for the 401(k) plan were $302,000, $750,000
and $661,000 for the years ended December 31, 2001, 2000 and 1999, respectively. An additional defined contribution plan that no
longer accepts contributions will remain with the trustee as funded at December 31, 1988, until retirement or termination of all
employees vested in the plan.

Effective December 31, 2000, the Company’s defined benefit pension plan was amended to freeze accrued benefits for all active
participants. Participants in the defined benefit pension plan continue to accrue service for vesting purposes only. Effective
January 1, 2001, no future employees were eligible to participate in the plan.

Also, effective December 31, 2000, the Company amended its nonqualified supplemental plan. The participation requirements
were modified to exclude all employees not specifically designated by the plan sponsor and the minimum age to participate in
the plan was madified to age 45. As of December 31, 2001, the nonqualified supplemental plan was comprised of five active plan
participants.
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The net pension expense (income) for these plans consists of the following components:

Qualifiad Plan Supplemental Plan
YEAR ENDED DECERMBER 31, 2001 2000 1999 2001 2000 1999
{in Thousands)

Service cost
interest cost
Actual return on plan assets
Amortization of;
Transition asset
Prior service cost
Actuarial loss (gain)
Curtailment loss (gain)

Net pension expense {income)

The following table sets forth the funding status of the plan:
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Qualified Plan Supplemental Plan

DECEMBER 31, 2001 2001
{In Thousands)

Change in Bensfit Obligation
Net benefit obligation at beginning of year $ 3,602 $3,740
Service cost — 199
Plan amendments — —
Interest cost 268 226
Effect of settlement — (1,003)
Actuarial {gain) loss 308 398
Gross benefits paid _(53) =
Net benefit obligation at end of year 4125 3,558
Change in Plan Assets
Fair value of plan assets at beginning of year 3,399 —
Actual return {loss) on plan assets (551) —
Employer contributions 363 1,003
Gross benefits paid (53} (1,003)
Fair value of plan assets at end of year 3,158 _
Funded status (underfunded) (967) (3,558)
Unrecognized actuarial {gain) loss 1,087 415
Unrecognized prior service cost {benefit) — 177
Unrecognized net transition obligation {asset) (12) —
Accrued pension expense $ (108) $(2,966)
Amounts recognized in the statement of financial position consists of

Prepaid benefit cost 108

Accrued benefit liability — {2,966)

Additional minimum liability {1,075) (49)

Intangible asset — 49

Accumulated other comprehensive income 1,075 —
Accrued pension expense $ 108 $(2,966)
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Qualified Plan Supplemental Plan

DECEMBER 31, 2000 2000 1933 2007 2000 1933
Weighted-average assumptions
Discount rate 700% 750% 7.75% 7.00% 7.50% 7.75%
Expected return on plan assets 8.00% 800% 800% — — —
Rate of compensation increase N/A 500% 5.00% 5.00% 5.00% 5.00%

During 1998, the Company implemented the Director and Senior Management Stock Purchase Plan. The directors and senior
managers purchased a total of 145,000 shares of common stock under this plan. The eligible participants executed promissory
notes in the aggregate amount of $4.1 million to fund this purchase.

The Company’s Employee Stock Purchase Plan, effective January 1, 2000, offers eligible employees the opportunity to purchase
shares of SCPIE common stock through payro!l deductions.

NOTES. BANKLOAN PAYABLE

On May 25, 1999, the Company entered into a credit agreement with Union Bank of California, N. A., First Union Bank and
Dresdner Bank AG, as lenders. The Credit Agreement, as amended, allowed the Company borrowings up to $40 million from time
to time, subject to certain conditions. The proceeds may be used by the Company for general corporate purposes and certain
other permitted uses. Under the Credit Agreement, the interest rate {2.755% and 7.378% at December 31, 2001 and 2000
respectively) was based upon fluctuations in the London InterBank Offered Rate (LIBOR). Borrowings outstanding at December
31, 2001 and 2000, were $9.0 million and $27.0 million, respectively. All amounts outstanding under the Credit Agreement at
December 31, 2001 were paid during February 2002, and the agreement was terminated effective February 28, 2002. Interest
paid was $1.4 million in 2001 and $724,000 in 2000. No interest was paid in 1939.

MOTES. CORRMITRENTS AND CONTINGENCIES

In July 1898, the Company entered a lease covering approximately 95,000 square feet of office space for the Company
headquarters. The lease has escalating payments over a term of 10 years ending 2009 with options to renew for an additional 10
years. The Company also leases space in other locations throughout the country.

The company expended $5.3 million for leasehold improvements and equipment through December 31, 2001. Occupancy
expense for the years ended December 31, 2001 and 2000, was $3.4 million and $3.6 million respectively. Future minimum
payments under noncancelable operating leases with initial terms of one year or more consist of the following at December 31,
2001 {in thousands):

2002 $ 2,933
2003 3,041
2004 3,042
2005 3,118
2006 3,097
Thereafter 5817
Total minimum lease payments $21,049

The Company is named as defendant in various legal actions primarily arising from claims made under insurance policies and
contracts. These actions are considered by the Company in estimating the loss and loss adjustment expense reserves. The
Company's management believes that the resolution of these actions will not have a materia! adverse effect on the Company's
financial position or results of operations.

The Company was a defendant in a California action brought by the bankruptcy estate of an uninsured physician. The
bankruptcy estate alleged that the Company had an undisclosed conflict of interest when it provided the physician with a free
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courtesy defense by an attorney who had represented the interests of the Company's insureds in other cases. In 1995, a jury
made a damage award against the Company of $4.2 million in compensatory damages, and punitive damages that were reduced
to $14.0 million by the trial judge. The Company appealed these awards to the California district court of appeal. On May 8, 1998,
the appellate court reversed the judgment against the Company in its entirety. The case was remanded to the California
Superior Court in which the judgment was originally entered. The Company filed a motion in the Superior Court for entry of
judgment in its favor, which the bankruptcy estate opposed. The trial judge ruled in favor of the Company, and judgment for the
Company was entered on September 29, 1999. The bankruptcy estate then filed an appeal of this ruling with the district court of
appeal. On April 26, 2001, the appellate court affirmed the judgment in favor of the Company. On May 25, 2001, the court of
appeal denied Plaintiff's petition for rehearing. On July 11, 2001, the California Supreme Court denied Plaintiff's petition for
review. This terminated the action in favor of the Company.

In November 2001, the Company arranged a letter of credit facility in the amount of $50 million with Barclays Bank PLC. Letters
of credit are collateralized and may be issued under the facility to fulfill the requirements of Lloyd's and to guarantee loss
reserves under reinsurance contracts. As of December 31, 2001, letter of credit issuance under the facility was approximately
$46.3 million.

NOTE 10. STOCK-BASED COMPENSATION

The Company has a stock compensation plan, the 2001 Amended and Restated Equity Participation Plan of SCPIE Holdings Inc.
(the Plan) which provides for grants of stock options to key employees and nonemployee directors of the Company.

FASB Statement No. 123 requires disclosure of the pro forma net income and earnings per share as if the Company had
accounted for its employee stock compensation under the fair value method of that Statement.

The aggregate number of options for common shares issued and issuable under the Plan currently is limited to 1,250,000. On
February 13, 2002, the Company’s Board of Directors adopted an amendment to the Plan to, among other things, increase the
number of shares that may be granted under the Plan to 1,700,000. This amendment must be approved by the stockholders of
the Company within 12 months after the adoption by the Board of Directors. The amendment is expected to be considered and
voted upon at the annual meeting of the stockholders of the Company to be held May 186, 2002. All options granted have 10-year
terms and vest over various future periads.

A summary of the Company’s stock-option activity and related information follows:

2001 2000 1993
Number of Weighted-Average Numberof Weighted-Average Numberof Weighted-Average
Opticns Exercise Price Cptions Exercise Price Qptions Exercise Price

Options outstanding at

beginning of year 608,690 $30.71 466,390 $29.97 256,790 $30.76
Granted during year 628,000 16.76 180,400 32.40 216,200 29.02
Exercised during year — — — — — —
Forfeited during year 26,200 30.34 M M ﬂ M
Options outstanding at

end of year 1,210,490 $23.48 608,630 $30.71 466,390 $29.97
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Information about stock options outstanding at December 31, 2001, is summarized as follows:

Options Qutstanding Options Exercisable
Weighted-Average
Number Remaining Weighted-Average  Number  Weighted-Average
Qutstanding Contractual Life Exercise Price Exercisable Exercise Price

Range of Exercise Prices:
$16.70—%$19.32 628,000 9.78 $16.76 — —
$24.25—836.50 582,490 E 30.72 405,307 $30.56

1,210,490 8.45 $23.48 405,307 $30.56

The Company’s pro forma information using the Black-Scholes valuation model follows:

2001 2000 1923
Estimated weighted average of the fair value of options granted $ 480 $ 979 $ 740
Pro forma net income {loss) {in 000s) $(59,841) $15,846 $28,373
Pro forma earnings (loss) per share — Basic $ (6.42) $ 170 $ 250
— Diluted $ (6.42) $ 170 $ 250

Far pro forma disclosure purposes, the fair value of stock options was estimated at each date of grant using a Black-Scholes
option pricing model using the following assumptions: Risk-free interest rates ranging from 5.5% to 6.1%; dividend yields
ranging from 0.66% to 1.14%; volatility factors of the expected market price of the Company’s common stock ranging from .273
to .358; and a weighted average expected life of the options ranging from three to five years.

in management's opinion, existing stock option valuation models do not provide an entirely reliable measure of the fair value of
nontransferable employee stack options with vesting restrictions.

MOTE 11. EARNINGS PER SHARE OF COMMON STOCK

The following table sets forth the computation of basic and diluted earnings per share as of and for the year ended:

DECEMBER 31, 2001 2000 1939
{In Thousands, Except Per-Share Data)
Numerator:
Net income (loss) $(57,976) $17.271 $29,902
Numerator for:
Basic earnings (loss) per share of common stock $(57,976) $17.271 $29,902
Diluted earnings {loss) per share of common stock $(57,976) $17.271 $29,902

Denominator:
Denominator for basic earnings per share of common

stock—weighted-average shares outstanding 9,333 9,376 11,384
Effect of dilutive securities:
Stock options § — 5 19
Denominator for diluted earnings per share of common
stock adjusted—weighted-average shares outstanding $ 9,333 $ 9,381 $11,403
Basic earnings (loss) per share of common stock $ (6.22) $ 184 $ 283
Diluted earnings (loss) per share of common stock $ (6.22) $ 184 $ 262

For the year ended December 31, 2001 no incremental shares related to stock options are included in the diluted number of
shares outstanding as the impact would have been antidilutive.
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MOTE 12. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The unaudited quarterly results of operations for 2001 and 2000 are summarized as follows:

2001 2000
187 2ND 3RD 4TH 187 ZND 3RD 4TH
{(In Thousands, Except Per-Share Data)
Premiums earned and other revenues $48,020 $57,928 $59,532 $72657 $40,173 $43,694 $45531 $48,326
Net investment income 8,732 8,710 9,627 8,826 8,339 8417 8,801 8,595
Realized investment gains (losses) 1,200 (70 2,947 1,567 {915) 18 753 (256)
Net income (loss) 2241 (29,080) 2,361 (33,498 3,791 4,382 4,895 4,203
Basic earnings (loss) per share of common stock $ 024 $ (311) $ 025 $ (359) $ 040 $ 047 $ 052 $ 045
Diluted earnings {loss} per share of common stock $ 024 $ (311) $ 025 $ (359) $§ 040 $ 047 $ 052 $ 045

During the fourth quarter of 2001, based on sharply increased losses for the 2001 accident year outside California, the Company
increased reserves in its direct healthcare liability insurance segment an additional $26.0 million and established a premium
deficiency reserve of $7.9 million at year end. Additionally in the fourth quarter, the Company recorded $26.1 million in losses
related to the September 11 terrorist attacks. {See Note 4.)

MNOTE 13. BUSINESS SEGMENTS

The Company classifies its business into two segments; Direct Healthcare Liability Insurance and Assumed Reinsurance.
Segments are designated based on the types of products provided and based on the risks associated with the products. Direct
Healthcare Liability Insurance represents professional liability insurance for physicians, oral and maxillofacial surgeons,
hospitals and other healthcare providers. Assumed Reinsurance represents the book of assumed worldwide reinsurance of
professional, commercial and personal liability coverages, commercial and residential property risks, accident and health
coverages and marine coverages. Other includes items not directly related to the operating segments such as net investment
income, realized investment gains and losses, and other revenue.

The accounting policies of the segments are the same as those described in Note 1. The Company evaluates insurance
segment performance based on the combined ratios of the segments. Intersegment transactions are not significant.
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The following table presents information about reportable segment income (loss) and segment assets as of and for the period

indicated:
Direct Healthcare Assumed
) Year Ended December 31, 2001 Liability Insurance  Reinsurance  Other Total
{in Thousands) .
Premium written $ 168,500 $112,207 $ — $280,807
Premiums earned $ 156,442 $ 79,493 $ —  $235935
Net investment income — — 35,895 35,895
Realized investment gains — — 5,707 5,707
Income from affiliates — — 1,327 1,327
Other revenue — —— 875 875
Total revenues 156,442 79,493 43804 279,738
Losses and loss adjustment expenses 220,311 84,162 — 304,473
Other operating expenses 45,820 18,912 — 64,732
Interest expense — — 1,416 1,416
Total expenses 266,131 103,074 1,416 370,621
Segment {loss) income before federal income taxes $(109,689) $(23,581) $ 42,388 $(30,882)
Combined ratio 170.11% 129.66% — 157.03%
Segment assets $211,125 $ 58,200 $708,321 $977,646

Direct Healthcare Assumed
Year Ended December 31, 2080 Liability Insurance Reimsurance  Qther Total
{In Thousands}

Premium written $177,703 $30,500 $ — 8208203
- Premiums earned $149,404 $27.098 $ — $176,502
. Net investment income — — 34,152 34,152
: Realized investment gains (losses) — — (400) (400)
Equity earnings from affiliate — — 880 880
Other revenue — — 1,122 1,122
Total revenues 149,404 27,098 35,754 212,256
Losses and loss adjustment expenses 129,307 23,295 — 152,602
Other operating expenses 32,333 4,150 — 36,483
Interest expenses — — 780 780
Total expenses 161,640 27,445 780 189,865
Segment (loss) income before income taxes $(12,235) $ (347) $ 34974 $ 22,391
Combined ratio 108.19% 101.28% — 107.57%
Segment assets $155,176 $13,931 $685,538 $854,645

NOTE 14. SUBSEQUENT EVENTS

The company entered into certain contracts with Brown & Brown, Inc., under which Brown & Brown acts as an insurance
producer for the Company. A director of the Company serves as chairman of the board, president and chief executive officer
and principal shareholder of Brown & Brown. Brown & Brown produced $45.0 million, $46.0 million and $21.3 million in gross
written premiums in 2001, 2000 and 1999 respectively (including $4.5 million and $7.6 million from fronting arrangements related
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to dentist and oral surgeon programs in 2001 and 2000), and received commissions of $7.0 million, $7.6 million and $3.2 million.

On March 6, 2002, the Company and Brown & Brown reached agreement to terminate these programs no later than March 6,
2003.

On March 9, 2002, the Joh Creation and Worker Assistance Act of 2002 became law. The new law allows tax losses incurred in
2001 and 2002 to be carried back five years instead of the two years allowed under prior law. As a result of this law change, the
Company will be able to recoup an additional approximate $8 million of taxes paid in the three years ended December 31, 1998
subsequent to filing its 2001 tax return. The federal income taxes receivable recorded on the December 31, 2001 balance sheet

will be increased by approximately $8 million and the deferred tax asset decreased by an identical amount in the financial
statements for the quarter ended March 31, 2002.
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SCPIE Holdings Inc.

Condensed Balance Sheets
{In Thousands, Except Share Data)

DECERMBER 31 2001 2000
ASSETS

Securities available for sale:

Fixed-maturity investments, at fair value (amortized cost: $5,016) $§ — § 5016
Equity investments, at fair value (cost: 2001—319,676; 2000—3515,849) 17,567 13,892
Short-term investments 10,807 13,034
investment in subsidiaries 238,153 291,727
Total investments 266,527 323,669
Cash 743 286
Deposits — 17,550
Due from affiliates — 365
Other 1,615 1,671
Total assets $268,885 $343,541
LIABILITIES

Due to affiliates $ 430 § —
Other 67

Bank loan pavyable 9,000 27,000
Total liabilities 9,497 27,000

Stockholders” equity:
Preferred stock—par value $1.00, 5,000,000 shares authorized, no shares issued or outstanding —
Common stock—par value $0.0001, 30,000,000 shares authorized, 12,792,091 shares issued,

2001—39,318,066 shares outstanding

2000—9,331,017 shares outstanding 1 1

Additional paid-in capital 37,803 36,386
Accumulated other comprehensive gain {loss) 1,883 (1,528)

Retained earnings 322,734 384,437
Treasury stock, at cost (2001—2,974,025 shares and 2000—2,961,074 shares) (98,983) (98,705}

Stock subscription notes receivable (4,050) (4,050)

Total stockholders’ equity 259,383 316,541

. Total liabilities and stockholders’ equity $268,885 $343,541

Ll

See accompanying notes.
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SCPIE Heldings Inc.

Condensed Statements of Operations
(In Thousands)

DECEMBER 31, DECEMBER 31, DECEMBER 31,

FOR THE YEAR ENDED 2001 2000 1339
Dividend from subsidiary $§ — $26,000 $106,000
Net investment income 1,585 806 638
Realized investment gains (losses) — {170) (4,278)
Other income 1,564 1,118 —
Interest expenses (1,416) (780} {25)
Other expenses {1,743) (2,110) (2,204)
Earnings (loss} befare federal income

taxes and equity in income of subsidiaries (10 24,864 100,131
Federal income tax benefit (expense) 535 _ 1,035 (22)
Earnings before equity in income (loss) of

subsidiaries 525 25,899 100,109
Equity in income (loss) of subsidiaries {58,501} M) (70,207)
Netincome (loss) $(57,976) M $ 29,902

See accompanying notes,
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SCPIE Holdings Inc.

Condensed Statements of Cash Flows
{In thousands)

DECEMBER 31, DECEMBER 31, DECEMBER 31,

FOR THE YEAR ENDED 2001 2000 1999
OPERATING ACTIVITIES
Net income (loss} $(57,976) $17.21 $ 29,902

Adjustments to reconcile net loss to net cash
provided by operating activities:

Realized investment (gains} losses — 170 4,278
Due to affiliates 795 {1,005) (374}
Provision for amortization 670 563 839
Changes in other assets and liabilities 123 (928) (61)
Equity in undistributed {income) loss of subsidiaries and affiliates 56,573 8,628 70,207
Net cash provided by operating activities 185 24,699 104,791
INVESTING ACTIVITIES
Sales—equities — 8,033 —
Sales—fixed maturities 5,000 — 43
Purchase—fixed maturities — {5,018) {25,839)
Purchase—equities (2,500}
Change in short-term investments 19,777 (27,860) {(1,514)
Capital contribution to subsidiaries — (5,000) (2,000)
Cash used in investing activities 22,277 (29,843) (29,310)
FINANGING ACTIVITIES
Repayment of bank loan {18,000} {4,000) —
Proceeds from bank loan — 18,000 13,000
Purchase of treasury stock {278} {5,095} {84,705}
Cash dividends (3,727) (3,757} (3,566}
Cash provided by {used in) financing activities {22,005) 5,148 (75,211)
- Increase (decrease) in cash 457 4 210
Cash at beginning of period 286 282 72
— Cash at end of period $ 743 $ 286 $ 282

See accampanying notes.
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Schedule [I—Ceondensed Financial Information of Registrant (continued)

SCPIE Holdings Ing.

Notes to Condensed Financial Statements
December 37, 2001

1. BASIS OF PRESENTATION

In the SCPIE Holdings' financial statements, investment in subsidiaries is stated at cost plus equity in undistributed earnings of
subsidiaries since date of acquisition. The SCPIE Holdings’ financial statements should be read in conjunction with the
consolidated financial statements.

2. BANKLOAN PAYABLE

On May 25, 1999, the Company entered into a credit agreement with Union Bank of California, N. A., First Union Bank and
Dresdner Bank AG, as lenders. The Credit Agreement allows company borrowings up to $40 million from time to time, subject to
certain conditions. The proceeds may be used by the Company for general corporate purposes and certain other permitted
uses. Under the Credit Agreement, the interest rate (2.755% and 7.378% at December 31, 2001 and 2000 respectively) is based
upon fluctuations in the London InterBank Offered Rate (LIBOR). Borrowings outstanding at December 31, 2001 and 2000 were
$9.0 million and $27.0 million, respectively. All amounts outstanding under the Credit Agreement at December 31, 2001 were paid
during February 2002, and the agreement was terminated effective February 28, 2002. Interest paid was $1.4 million and $724,000
in 2001 and 2000, respectively. No interest was paid during 1999.
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Schedule ll—Supplementary Insurance Information

SCPIE Holdings Inc.
Year Ended December 31, 2001
Benefits,
Future Policy Other Policy Claims,
Deferred Policy Benefits, Losses, Claims and Net Losses and Amortization of Other
Acquisition  Claims and loss Uneamed  Benefits Premium Investment Settlement Deferred Policy Operating Premiums
Segments Cost Expenses Premiums _ Payable  Revenue _[ncoms Exp Acquisition Costs Expenses Written
Direct
Healthcare
Liability
Insurance $ 5,991 $463,276 $ 64,537 3 — $156442 § — $220,311 $28,712 $17,108  $168,600
Assumed
Reinsurance (1) 13474 $113,360 37,329 — 79,493 — 84,162 17,452 1,460 112,207
Other — — — — — 35,895 — — — —
Total $19,465 $576,636 $101,866 § — $235935  $35,895 $304,473 $46,164 $18,568  $280,807
Year Ended December 31, 2000
Benefits,
Future Policy Other Policy Claims,
‘ Delerred Pelicy Benefits, Losses, Claims and Met Losses and Amortizationof  Other
] Acquisition  Claims and loss Unearned Benefits Premium Investment Settlement Deferred Policy Operating Premiums
- Segments Cost Expenses Premiums _ Payable Revenue Income  Expenses Acquisition Costs Expenses _Written
Direct
Healthcare
Liability
Insurance $16,293 $402,048 $52,380 3 — $149,404 § — $129,307 $17,891 $14442  $177,703
Assumed
Reinsurance (1) 1,831 31,493 4,616 — 27,098 — 23,295 1,633 2517 30,500
Other — —_ — — — 34,152 — — —_ —
Total $18,124 $433,541 $56,996 $§ — $176,502 $34,152 - $152,602 $19,524 $16,959  $208,203

(1) Assumed reinsurance excludes amounts received under fronting arrangements.
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